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PRACTICES  AND  PROCEDURES  OF  THE 
INTERNAL  REVENUE  SERVICE 


TUESDAY,  SEPTEMBER  23,  1997 

U.S.  Senate, 

Committee  on  Finance, 

Washington,  DC. 

The  hearing  was  convened,  pursuant  to  notice,  at  9:00  a.m.,  in 
room  SD-215,  Dirksen  Senate  Office  Building,  Hon.  William  V. 
Roth,  Jr.  (chairman  of  the  committee)  presiding. 

Also  present:  Senators  Grassley,  Murkowski,  Nickles,  Gramm, 
Lott,  Mack,  Moynihan,  Rockefeller,  Breaux,  Conrad,  Graham, 
Moseley-Braun,  Bryan,  and  Kerrey. 

OPENING  STATEMENT  OF  HON.  WILLIAM  V.  ROTH,  JR.,  A U.S. 

SENATOR  FROM  DELAWARE,  CHAIRMAN,  COMMITTEE  ON  FI- 
NANCE 

The  Chairman.  The  committee  will  please  be  in  order. 

This  morning  we  begin  the  first  of  3 days  of  oversight  hearings 
into  the  tactics,  management,  and  inner  workings  of  the  Internal 
Revenue  Service. 

There  is  no  other  agency  in  this  country  that  directly  touches  the 
lives  of  more  Americans,  nor  is  there  any  agency  which  strikes 
more  fear  into  their  hearts. 

The  threat  of  an  audit,  the  awesome  power  of  the  IRS  looms  like 
the  Sword  of  Damocles  over  the  heads  of  taxpayers.  As  Chairman 
of  the  Senate  Finance  Committee,  I want  to  know  why.  I wanted 
to  understand  where  this  fear  came  from.  I wanted  to  know  if  it 
was  justified. 

Our  committee’s  responsibility  is  to  provide  the  oversight  of  this 
agency.  This  is  a responsibility  I take  seriously.  So  in  January  of 
this  year,  with  the  support  of  my  friend  and  colleague  Senator 
Moynihan,  I began  an  investigation  into  how  this  agency  conducts 
business  with  the  American  people. 

Let  me  assure  you,  there  is  no  political  bias,  no  partisan  motive 
behind  our  investigation  and  these  hearings.  As  I said,  they  were 
initiated  some  eight  months  ago.  What  we  have  discovered  indi- 
cates that  problems  within  the  IRS  are  not  recent,  they  cover  sev- 
eral administrations. 

Let  me  also  say  that  the  IRS  is  made  up  of  many  fine  men  and 
women,  men  and  women  of  great  character  and  integrity  who  per- 
form a vital  and  difficult  job  for  this  country. 

In  reflecting  upon  our  investigation,  I found  this  to  be  especially 
true.  I note  that  without  the  help  of  many  such  IRS  employees,  our 
investigation  would  have  been  incomplete. 

(l) 
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There  is  no  doubt  that  the  powers  of  the  Internal  Revenue  Serv- 
ice are  extraordinary.  The  IRS  can  seize  property,  paychecks,  and 
even  the  residences  of  the  people  it  serves.  Businesses  can  be 
padlocked,  sometimes  causing  hundreds  of  employees  who  are  also 
taxpayers  to  be  put  out  of  work. 


In  some  instances,  the  first  time  a taxpayer  is  aware  of  any  en- 
forcement action  by  the  IRS  is  when  his  or  her  bank  calls  to  notify 
that  funds  have  been  frozen.  The  IRS  can  take  these  actions  in 


many  cases  without  giving  the  taxpayer  notice  or  opportunity  to  be 
heard. 


This  is  an  awesome  amount  of  power  to  place  in  the  hands  of  any 
government  agency.  Is  it  appropriate?  Perhaps.  But  with  such 
power  there  must  be  an  effective  counterbalance  of  responsibility. 
Why?  Because  the  greater  the  power,  the  more  extensive  the  dam- 
age that  can  be  done  if  that  power  is  abused. 

Any  agency  with  such  power  must  be  above  reproach,  especially 
as  that  enormous  power  allows  it  to  pervade  the  most  sensitive  as- 
pects of  our  citizens’  private  lives.  Congress  has  granted  such 
power  to  the  IRS.  As  a consequence,  Congress  has  a fundamental 
responsibility  to  see  that  the  IRS  operates  with  the  highest  degree 
of  integrity,  honor,  and  ethics.  As  the  Good  Book  says,  where  much 
is  given,  much  is  required. 

Unfortunately,  our  investigation  today  has  found  that  in  many 
cases  such  high  standards  are  not  being  upheld.  Over  the  course 
of  the  next  3 days  we  are  going  to  see  a picture  of  a troubled  agen- 
cy, one  that  is  losing  the  confidence  of  the  American  people,  and 
one  that  all  too  frequently  acts  as  if  it  were  above  the  law.  This 
is  unacceptable. 

Even  high-ranking  employees  of  the  agency  have  come  forward, 
at  some  risk  to  themselves  and  their  careers,  to  speak  with  us.  As 
a consequence  of  such  risk,  some  employees  who  will  testify  have 
requested  confidentiality,  and  we  have  honored  that  request. 

We  have  also  talked  with  many  private  citizens  whose  lives  have 
been  altered  by  IRS  actions.  These  men  and  women  have  related 
their  sometimes  tragic  experiences,  not  out  of  vindictiveness  or 
mean-spiritedness,  but  out  of  deep  concern  and  a fundamental  be- 
lief that  such  a violation  of  their  civil  rights  should  not  have  taken 
place,  not  in  America. 

We  have  listened  to  these  men  and  women  and  we  are  holding 
these  hearings  because  one  thing  is  certain:  we  cannot  fix  the  IRS 
without  knowing  what  ails  the  IRS. 

What  we  seek  is  constructive  criticism,  criticism  with  the  intent 
to  improveTmot  destroy,  to  protect.  not  denigrate.  This  is  not  IRS- 
bashingT  it  is  oversight.  There  will  be  no  condoning  of  tax 
protestors  or  any  others  who  would  misinterpret  our  objective  tr 
legitimatize  anti-government  attitudes  or  behavior. 

These  hearings  are  about  good  government,  about  correcting 
problems  within  government,  problems  that  are  acknowledged  by 
those  whose  lives  are  dedicated  to  public  service. 

Responsible  oversight  is  the  best  way  to  ensure  that  not  o’1:, 
the  government  meeting  the  needs  of  the  people,  but  is  the 
way  of  letting  the  people  know  that  they  have  influence  ov  r 
a strong  voice  in,  their  government.  That  is  what  th>. ' hearings 
are  all  about. 
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Just  as  the  IRS  is  quick  t.n  say _that  no  horest  taxpayer  should 
gTflMfoffii  :ag^cy,|hj^""h^rfear  a Congres-'' 


' While  it  is  imperative  that  Americans  pay  their  fair  share  of 
taxes  in  an  effort  to  establish  and  maintain  necessary  government 
functions,  it  is  equally  imperative  that  the  agency  charged  with  the 
responsibility  for  this  activity  be  fair,  honest,  open,  and  account- 
able. With  this  introduction,  I believe  it  is  important  to  outline  how 
we  went  about  conducting  our  investigation. 

Our  objective  from  the  beginning  was  to  keep  our  methodology 
fair,  yet  still  be  able  to  get  inside  the  agency  to  uncover  the  facts. 

U r,Toewinf  the  treatment  of  taxpayers  we  took  various  cases  to 
the  IRS  and  reviewed  every  document  that  we  could  obtain. 

We  interviewed  the  IRS  employees  involved  in  the  particular 
cases.  Over  the  next  3 days,  we  will  hear  about  a number  of  these 
cases  We  will  hear  from  taxpayers,  IRS  employees.  It  is  important 
to  understand  that  these  witnesses  are  typical  of  far  greater  num- 
bers  who  have  been  moved  to  contact  the  committeeTThese  individ- 
uals serve  as  a sampling  that  demonstrateThe  significance  of  prob- 
lems and  concerns  with  the  agency.  The  facts  will  be  startling. 

For  instance,  while  the  use  of  pseudonyms  is  forbidden  bv  the  In- 
ternal, Revenue  Manual,  except  tor  those  in  the  law  enforcement 
areas,  criminal  investigations,  and  inspection  divisions,  many  reve- 
nue officers  have  been  issued  false  identification  credentials. 


While  the  IRS  suggests  that  that  is  to  protect  agents  from  as- 
sault, I am  concerned  that  it  makes  them  unaccountable.  Even 
members  of  the  Metropolitan  Police  force  here  in  the  District  of  Co- 
lumbia,  despite  substantial  danger,  wear  their  true  names  on  their 
uniforms. 

T ll  . n 1 - 


In  the  next  3 days,  you  will  hear  about  an  audit  called  Blue  Sky 
Assessments.  These  are  tax  assessments  made  against  Americans 
that  have  no  basis  in  fact  or  tax  law.  They  can  either  be  designed 
to  hurt  the  taxpayer  or  simply  raise  the  individual  statistics  of  an 
IRS  employee. 

You  are  going  to  hear  a lot  about  statistics  and  quotas.  We  have 
learned  that  even  at  managerial  levels  the  drive  to  achieve  the  ap- 
propriate statistic  has  caused  problems  in  many  areas  of  the  coun- 
try. 

While  the  use  of  quotas  is  specifically  prohibited  in  rating  the 
success  of  agents  or  officers  in  their  jobs,  it  appears  to  be  common- 
place. I believe  this  is  outrageous,  a major  problem  that  has  be- 
come part  of  the  agency’s  culture. 

Levies  and  seizures  are  also  measurements  of  employee  perform- 
ance. In  one  case,  we  learned  a revenue  officer  was  counseled  for 
not  keeping  his  statistics  up,  so  he  seized  several  properties  the 
next  day.  Some  officers  who  are  able  to  collect  the  full  amount  of 
taxes  due  are  often  rated  lower  than  those  who  have  seized  prop- 


erty. 

Seizures  may  be  done  for  status  and  promotions  as  much  as  for 
enforcement.  Not  only  are  levies  and  seizures  measures  of  an  em- 
ployee’s performance,  but  so  is  the  number  of  cases  referred  to  the 
Criminal  Division. 
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In  other  words,  while  there  may  be  no  basis  in  fact  for  a criminal 
referral,  a taxpayer’s  life  may  well  be  turned  upside  down  simply 
to  keep  an  employee’s  or  district’s  performance  statistics  up. 

Liens  and  levies  may  be  filed  against  those  whom  the  IRS  knows 
have  no  liability  for  a particular  tax.  Parents,  relatives,  a company 
employee  may  have  liens  filed  against  their  property  or  have  a pay- 
check  levied  in  order  to  get  the  real  taxpayer  to  comply.  This  is 
called  the  whipsaw  technique.  This  practice  was  explained  to  us, 
when  we  go  after  everybody,  we  know  somebody  will  pay. 

Now,  one  of  the  most  distressing  things  you  will  learn  from  this 
hearing  is  the  preference  to  audit  middle  and  lower  income  tax 
payers,  as  well  as  small  mom  and  pop  businesses.  This  is  almost 
incredible  to  understand. 

Certainly  it  is  not  for  the  high  revenue  that  these  kinds  of  audits 
bring  to  the  Treasury.  So  why  are  these  Americans  audited?  Be- 
cause it  is  easy.  Most  often,  these  are  the  taxpayers  who  cannot  af- 
ford to  pay  back. 

Beyond  learning  about  the  fear  taxpayers  have  concerning  the 
IRS,  I was  very  much  concerned  about  how  agency  employees 
themselves  feel.  Many  express  fear  of  being  retaliated  against  for 
speaking  out  against  the  kind  of  abuses  I have  mentioned  here. 

We  have  heard  in  our  investigation  that  the  use  of  false  allega- 
tions of  wrongdoing  against  targeted  employees  takes  place.  In  fact, 
just  the  number  of  times  we  heard  the  term  targeting  in  relation 
to  harassment  of  employees  was  stunning,  and  certainly  if  this 
treatment  bothers  the  front-line  employees  of  the  IRS,  it  is  dev- 
astating to  the  American  taxpayer. 

Over  the  next  3 days  we  will  hear  more  about  these  concerns,  as 
Congress  has  given  the  IRS  significant  power  in  an  effort  to  help 
the  agency  carry  out  its  tremendous  responsibility.  It  is  also  Con- 
gress’ responsibility  to  ensure  that  such  power  is  being  used  pru- 
dently, constructively,  and  with  regard  for  the  taxpayer  employees 
of  the  agency. 

What  we  are  learning  suggests  that  there  are  problems  and  begs 
that  Congress  address  three  fundamental  questions.  First,  does  the 
IRS  have  too  much  power?  Second,  if  Congress  were  to  limit  that 
power,  what  expectations  do  we  have  that  the  new  limits  will  be 
ritore  effective  than  the  old?  Third,  how  do  we  go  about  changing 
the  culture  of  the  IRS? 

What  we  seek  to  do  is  help  the  IRS  get  back  to  its  mission  state- 
ment. That  statement  reads,  “The  purpose  of  the  IRS  is  to  collect 
the  proper  amount  of  tax  revenue  at  the  least  cost,  serve  the  public 
by  continually  improving  the  quality  of  our  products  and  services, 
and  performing  in  a manner  warranting  the  highest  degree  of  pub- 
lic confidence  in  our  integrity,  efficiency,  and  fairness.”  Well,  this 
is  our  desire,  to  be  certain  the  IRS  is  not  only  good  for  taxpayers, 
but  that  it  is  also  good  for  government. 

It  is  now  my  pleasure  to  call  on  our  very  distinguished  Ranking 
Member,  Senator  Moynihan. 

OPENING  STATEMENT  OF  HON.  DANIEL  PATRICK  MOYNIHAN, 
A U.S.  SENATOR  FROM  NEW  YORK 

Senator  Moynihan.  Mr.  Chairman,  let  me  thank  you  and  con- 
gratulate you  on  the  hearings  that  we  have  now  commenced.  I have 
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been  a member  of  the  Finance  Committee  for  getting  on  to 
years,  and  I do  not  believe  we  have  had  an  oversight  hearing. 

• vermght  is  our  responsibility,  and  we  are  carrying  it  out  There 
fnHwhJ  r°°m  f°^  1fmpr°Vement  in  the  IntemalRevenue  Sendee 
mpM  o^der.^  “ determme’  we  should  move  legislation  in  a fairlj? 

But  I think  it  is  also  important  to  point  out  that  a great  deal  of 
the  problems  of  the  IRS  come  about  because  of  legislation  which  we 
urselves  have  passed.  There  are  now  9,451  pages  in  the  Tax  Code 
n August  as  not  many  of  you  will  forget,  we  added  820  I mean 
you  could  hurt  yourself  if  you  tried  to  lift  it.  That  is  a pattern  we 

tS0t  Seem  t0  be  abIe  t0  break  out  of  in  order  t0  address  this  as 

pJLlif  r)enedm°  huVC  had  the  Privilege  for  many  years  to  know 
Erwin  Griswold,  who  was  dean  of  the  Harvard  Law  School  Solici- 
tor  GeneraL  who  wrote  the  book  on  American  taxation. 

the  1920’s  hh7’fnnnd  yi?-Ung  mt" in  th^  S?licit°r  General’s  Office  in 
me  1920  s^  he  found  himself  being  asked  to  do  some  work  on  tax 

Sf‘dAe  th°ught  of  going  to  the  Solicitor  General,  tell- 
Stte  Mbla*  “y*hine  *bou‘  but  1 d“ilM 

,,He  would  write  to  me,  because  he  insisted  right  to  the  end  of  an 
oM  and  distinguished  age  that  he  make  out  his  own  tax  returns 

wIsXS  i2  mry  Jr lt  took- His  last  letter 

s April  12,  1994.  It  had  taken  him  98  hours  to  make  out  his  rel- 

£ KhimPLe-  retUrns’  and  this  was  a ma*  who  knew  as  much 
about  the  subject  as  any  man  living. 

tbi°Se  ^ employees  face  the  same  problems  Erwin 
Gnswold  faced,  and  they  need  our  help  as  well  as  our  oversight 

«ih?*bapPy  to,,offe.r  both.  I think  your  theme  of  power  and  respon- 
sibility is  exactly  right,  sir.  pon 

Welcome,  and  let  the  games  begin. 

The  Chairman.  Thank  you  very  much,  Senator  Moynihan 

makeetL1Sll°  but'vhat  jhe  complexity  of  the  tax  laws 

Hb  Aif  administratlon  and  enforcement  very  complicated 
and  At  the  same  time,  it  must  be  administered  in  a wav 

that  is  fair  and  civil  to  our  American  taxpayer. 

I 5,e<;fTf  We  d°  ^jVe  votes  comine  roughly,  I think,  at  9:30, 

I thought  we  would  call,  next,  upon  our  two  colleagues  who  are 
going  to  speak,  as  well  as  Congressman  Hoyer,  because  I know  he 
has  to  go  back.  Then  afterwards,  we  will  call  upon  the  members  for 
their  comments  about  these  hearings. 

At  this  time  it  is  with  a great  deal  of  pleasure  that  I call  upon 
Senator  Grassley,  who  was  chairman  of  the  Taxpayer  Rights  Tax 

LnCe  0othetCoSmisslon,on  Restructuring  the  IRS.  Next,  we  will 
call  on  Senator  Kerrey,  who  of  course  was  chairman  of  that  impor- 
tant commission.  p 

hp^lnfal}y’  as  1 sai.d>  ifc  is  Pleasure  to  have  here  the  Ranking  Mem- 

Sen!  0,1  Tr“su^  P“tal 

forJm'S";  ’ **  y°Ur 

Senator  Grassley. 
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OPENING  STATEMENT  OF  HON.  CHARLES  E.  GRASSLEY,  A U.S. 
SENATOR  FROM  IOWA;  MEMBER,  THE  NATIONAL  COMMIS- 
SION ON  RESTRUCTURING  THE  IRS 

Senator  Grassley.  Mr.  Chairman,  the  issue  is  one  of  balance. 
The  Federal  Government,  of  course,  needs  to  collect  all  ot  its  reve 
nue  which  taxpayers  are  obliged  to  pay.  But  taxpayers  have  certain 
rights  that  should  not  be  abused.  All  of  us  should  support  a proper 
balance  between  the  two.  Yet,  over  the  years  such  a proper  balance 

^SSson  that  some  of  us  seem  to  be  advocates  for  the 
taxpayers  without  being  mindful  of  the  importance  of  r^enue  col- 
lection functions  of  the  IRS.  Any  serious  objective  observer  should 
acknowledge  the  necessity  of  balance.  . „ 

But  when  evidence  mounts  of  IRS  abuses  and  mismanagement, 
it  is  time  to  look  beneath  the  surface  and  search  for  a systemic, 
cultural  problem.  We  did  that  and  we  found  them.  A we  versus 
“they”  mentality  seems  to  exist,  and  that  is  not  a healthy  situation. 

This  is  not  an  indictment  of  the  dedicated  front-line  IRS  employ- 
ees Typically  they  do  an  outstanding,  yet  thankless  job  for  the 
public  It  is  not  they  who  should  be  the  targets.  Rather,  it  is  the 
management  culture,  mindless  of  the  fact  that  they  are  servants  of 

thjf Allowed  to  persist,  such  a mind-set  often  leads  to  arrogance, 
unresponsiveness,  disregard  of  one’s  rights,  and  the  very  kinds  o 
things  that  we  have  been  hearing  from  our  constituents. 

When  the  Congress  attempts  to  investigate,  we  are  often  de- 
railed. A cloak  of  secrecy  goes  up.  It  is  more  veiled  than  even  the 

most  elaborate  secrecy  arrangements  at  Langley.  „ , „inQ 

In  the  language  of  the  Federal  Government  it  is  called  6103. 
That  is  the  section  of  the  Tax  Code  that  prevents  disclosure  of  tax- 
payer information.  Designed  to  protect  taxpayer  privacy,  it  does 
much  more.  It  also  protects  the  privacy  of  those  who  abuse  the  tax- 
payers’ rights,  who  mislead  Congress,  and  who  might  use  collection 
quotas  in  tax  enforcement  despite  their  illegalities. 

, Such  abuses  occur  when  independent  oversight  is  lacking.  Over- 
sight has  a rather  antiseptic  quality  about  it.  Hence,  the  commis- 
sion’s recommendations  for  an  independent  board  over  the  1Kb. 
This  board  would  set  appropriate  performance  standards,  would 
measure  performance,  then  reward  or  discipline  managers  accord- 
ing to  that  performance.  . . _ , 

Oversight  means  more  general  openness.  The  commission  found 
that  the  IRS  is  a very  insular  organization.  As  a result,  we  have 
put  forward  a first  step  to  make  the  IRS  more  open  to  the  public 
and  to  the  press.  If  we  are  to  be  successful  in  changing  the  culture 
of  the  IRS,  a key  ingredient  is  openness.  The  chairman  of  the  com- 
mission, Bob  Kerrey,  was  absolutely  right  when  he  noted  at  one  ot 
our  hearings  a point  about  the  media.  He  said  the  media  and  the 
press  are  one  of  the  key  ways  in  which  Congress  finds  out  what 

is  going  on.  „ „ 

So  the  commission,  to  encourage  more  openness  as  well  as  more 
accountability,  prescribed  the  following  three  remedies  in  S.  1096. 
The  IRS  must  be  more  timely  and  responsive  in  FOLA  requests. 
The  IRS  must  not  abuse  its  authority  under  6103. 


The  commission  found  that  the  IRS  did  abuse  its  authority  in 
hiding  from  the  press  the  fact  that  the  agency  had  provided  false 
information  to  the  Congress.  The  IRS  must  maintain  and  preserve 
records.  It  has  not.  Many  requests  by  the  commission  for  docu- 
ments and  data  were  met  with  a statement  that  such  data  no 
longer  existed. 

Addressing  these  three  areas  of  openness  may  not  be  headline- 
grabbing, but  in  my  experience,  together  with  other  measures, 
these  will  help  bring  more  accountability  to  the  IRS.  The  IRS 
should  be  held  to  the  same  high  standards  that  the  agency  itself 
applies  to  the  American  taxpayer. 

The  commission  did  not  call  for  the  easy  solution  that  often 
comes  out  of  commission,  to  provide  just  more  money.  The  IRS, 
until  2 years  ago,  had  seen  continual  increases  in  its  budget  for  40 
years.  Indeed,  the  commission  uncovered  that  hundreds  of  millions 
of  taxpayers’  dollars  had  been  wasted.  Clearly,  the  problem  at  the 
IRS  is  mismanagement,  not  money. 

S.  1096  is  designed  to  address  many  of  these  management  fail- 
ures. I urge  the  committee  to  look  favorably  upon  it.  Meanwhile, 
the  commission  did  not  conduct  serious  oversight  investigations  to 
root  out  IRS  cultural  pathology.  This  is  where  the  commission’s  job 
ended  and  the  job  of  this  committee  begins  with  this  week’s  hear- 
ings. 

Understandably,  these  are  controversial  hearings.  The  IRS  is  not 
used  to  be  overseen.  Untoward  motives  are  assigned  to  our  over- 
sight efforts,  like  partisanship,  but  that  is  a tired  argument.  I in- 
tend to  be  an  active  participant  in  these  hearings. 

In  the  1980’s,  I was  hardly  partisan  when  I clashed  with  the  Re- 
publican administration  over  defense  issues,  the  same  with  the 
chairman  of  this  committee.  I have  been  overseeing  IRS  abuses  as 
far  back  as  the  Reagan  and  Bush  Administrations. 

In  addition,  I launched  my  efforts  to  oversee  the  IRS.  I was 
joined  by  my  close  friend,  David  Pryor,  a Democrat,  and  a close 
friend  of  the  President’s.  We  chose  to  make  our  critiques  respon- 
sible instead  of  partisan.  I believe  the  record  reflects  that.  The 
charge  of  partisanship  has  no  credibility  with  respect  to  oversight 
efforts.  It  will  be  a fair  airing  of  questionable  practices  by  an  agen- 
cy abusing  its  trust. 

I have  learned  over  the  years,  Mr.  Chairman,  that  oversight  of 
the  IRS  is  a step-by-step  process,  a long-term  commitment.  We 
learned  of  the  agency’s  quota  system  back  in  the  1980’s  and  we 
outlawed  it.  Suddenly,  we  find  there  might  be  an  unofficial  back- 
door quota  system  still  in  place.  It  seems  like  you  put  out  a brush 
fire  here  and  it  pops  up  someplace  else. 

The  moral  of  the  story  is,  history  teaches  the  need  for  constant 
vigilance  over  the  IRS.  So,  Mr.  Chairman,  I commend  you  for  your 
leadership  in  holding  these  much-needed  hearings.  I would  also 
like  to  say  publicly  how  much  I appreciated  working  on  the  com- 
mission with  Senator  Kerrey.  His  guidance  and  leadership  pro- 
duced a solid,  credible  effort. 

So,  Mr.  Chairman,  I thank  you  for  starting  us  down  this  road. 

The  Chairman.  Thank  you,  Senator  Grassley. 

[The  prepared  statement  of  Senator  Grassley  appears  in  the  ap- 
pendix.] 
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The  CHAIRMAN.  Senator  Kerrey? 

OPPNlWi  STATEMENT  OF  HON.  J.  ROBERT  KERREY,  A U.S. 

Kator vSiSraska,  co-chairman,  the  national 

COMMISSION  ON  RESTRUCTURING  THE  IRS 
Senator  Kerrey.  Thank  you,  Mr.  Chairman.  First  of  all,  I want 
“tSS  you  and  the  Ranking  Member  for  your  bal- 
anced Opening  statements.  I appreciate  that  very  much.  Holding 
these  hearing!  is  also  very  helpful.  I would  ask  unanimous  consent 
that  my  entire  statement  be  a part  of  the  record. 

The  CHAIRMAN.  Without  objection. 

[The  prepared  statement  of  Senator  Kerrey  appears  in  the  ap- 

PeSenator  Kerrey.  Mr.  Chairman,  this  commission  held  12  days  of 
public  hearings,  we  had  hundreds  of  hours  of  testimony  from  tax- 
payers and  tic  experts,  we  had  300  private  interviews  with  front- 
line employees.  From  my  experience  in  oversight  on  both  the  Ap- 
propriations and  on  the  Finance  Committee,  we  had  an  unprece- 
dented amount  of  access  of  the  IRS.  , . . 

We  found  a number  of  things.  First,  the  IRS  is  relatively  efficient 
compared  to  other  tax  collection  agencies  worldwide,  spending 
about  half  of  1 percent  of  total  collections,  which  is  substantially 

less  than  many  other  nations  do.  , , , 

But  there  was  a disconnect  between  that  efficiency  and  the  tpc- 
payers’  own  view  of  this  agency,  and  that  is  what  we  are  dealing 
with  here.  It  is  very  important  to  note  that  the  dissatisfaction  with 
the  agency  did  not  begin  with  our  criticism  of  the  agency,  it  began 
vrith  the  taxpayers’  own  evaluation  of  what  the  IRS  was  doing.  _ 

'Ip  the  area  of  services  being  performed,  there  is  a breathtaking 
gap  between  what  the  IRS  can  do  and  what  the  private  sector  can 

Taxpayers  do  not  compare  the  IRS  with  a tax  collection  agency 
in  Australia  or  the  Federal  Republic  of  Germany,  they  compare  it 
to  what  they  can  get  with  their  ATM  card.  There  is  a tremendous 
difference  between  what  the  IRS  can  do  and  the  private  sector  can 

^Another  big  area  that  comes  in  for  criticism  is  secrecy.  Senator 
Moynihan  has  a new  book  coming  out.  I read  the  galleys  over  the 
weekend.  It  really  is  a first-rate  historical  examination  of  how  se- 
crecy haS  been  built  up  inside  of  agencies  after  laws  have  been 

P Secrecy  and  power,  it  seems  to  me,  Mr.  Chairman,  run  hand-in- 
glove.  So  this  issue  of  secrecy  that  Senator  Grassley  has  talked 
about  was  heard  from  consumers.  The  complexity  of  the  Code  is  ob- 
viously something  that  we  create.  Then  layer  onto  that  the  inabil- 
ity to  apply  technology.  What  started  this  commission  in  the  first 
place  was  the  wasting  of  some  $4-$6  billion  of  taxpayer  money  on 
a technology  system  that,  in  the  end,  did  not  work. 

So  that  was  the  first  finding,  that  there  was  a disconnect  be- 
tween apparent  efficiency  compared  to  other  tax  collection  agencies 
and  what  the  consumers  thought.  Blame  was  evenly  balanced  be- 
tween Congress  and  the  Executive  Branch. 

There  was  an  awful  lot  of  attention  given  to  the  tact  that  85  per- 
cent of  the  American  taxpayers  voluntarily  comply,  15  percent  do 


not.  But  the  85  percent  who  voluntarily  comply  are  unwilling  to 
give  the  IRS  more  enforcement  power  when  they  appear  to  be  exer- 
cising that  power  sometimes  in  a very  arbitrary  and  capricious 
fashion,  and  in  a way  that  is  difficult  for  us  to  examine  because 
of  the  survey  issue  I have  mentioned. 

We  recommended  change  in  three  big  areas,  Mr.  Chairman,  with 
S.  1096.  First,  we  recommend  the  creation  of  an  independent  agen- 
cy. Second,  we  recommend  the  creation  of  a complexity  index 
against  which  we  can  measure  our  proposals  dealing  with  tax  pro- 
posals. 

Third,  we  recommended  a series  of  things  that  Senator  Grassley 
has  already  dealt  with  in  the  area  of  shifting  power  to  the  taxpayer 
by  giving  the  taxpayer  more  access  to  the  information  and  what  is 
going  on  inside  the  IRS,  in  other  words,  by  shifting  from  secrecy 
to  openness. 

The  common  criticism  that  I have  heard  from  opponents  deals 
with  the  independent  board  in  S.  1096.  Those  of  us  who  sat  on  this 
committee  and  listened  to  the  new  commissioner  of  the  Social  Secu- 
rity Administration  understand  the  value  of  having  independence. 

The  value  of  independence  is,  you  can  be  more  accountable  to 
what  the  people  are  asking  for  rather  than  succumbing  sometimes 
to  just  an  ideological  view.  This  independent  board,  has  been  called 
a take-over  by  American  CEOs,  giving  corporate  executives  the  op- 
portunity to  run  the  IRS.  You  will  hear  that  over,  and  over,  and 
over,  Mr.  Chairman  and  members  of  the  committee. 

I want  you  to  hear  what  our  proposed  law  says.  It  says,  “The 
composition  of  the  board  shall  be  9 members,  of  whom  7 will  be  in- 
dividuals who  are  not  full-time  Federal  officers  or  employees  who 
are  appointed  by  the  President  by  and  with  the  advice  and  consent 
of  the  Senate,  and  who  should  be  considered  special  government 
employees,  one  shall  be  the  Secretary  of  the  Treasury  and  one  shall 
be  a representative  of  an  organization  that  represents  a substantial 
number  of  IRS  employees  who  is  appointed  by  the  President.” 

Mr.  Chairman,  our  legislation  has  the  support  of  not  only  the 
National  Taxpayer  Union,  but  also  the  National  Treasury  Employ- 
ees Union.  It  has  the  support  of  professionals  that  work  with  tax- 
payers to  fill  out  their  tax  returns,  it  has  the  support  of  the  most 
recent  IRS  Commissioner  Peggy  Richardson,  and  it  has  the  support 
of  two  former  Treasury  Secretaries. 

We  attempted  to  respond  in  a balanced  way  to  critiques  of  our 
Board  and  our  legislation.  There  may  be  ways  to  improve  our  legis- 
lation, but  it  is  going  to  be  difficult  to  improve  the  legislation  un- 
less, first  of  all,  we  get  a chance  to  be  heard  in  an  accurate  fashion 
rather  than  to  be  heard  in  a fashion  that  distorts  the  content. 

Again,  I congratulate  you  and  I thank  you  for  holding  these  hear- 
ings. I appreciate  very  much  again  your  balanced  opening  state- 
ment, as  well  as  the  opening  statement  of  Senator  Moynihan. 

The  Chairman.  Thank  you  very  much,  Senator  Kerrey. 

Now  it  is  my  pleasure  to  call  upon  our  good  friend,  Congressman 
Hoyer. 
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STATEMENT  OF  HON.  STENY  HOYER,  A U.S.  REPRESENTATIVE 
FROM  MARYLAND 

Congressman  HOYER.  Mr.  Chairman,  Senator  Moynihan,  mem- 
bers of  the  committee,  thank  you  very  much  for  giving  me  this  op- 
portunity. I have  spent  about  13,  14  years  as  a member  of  the  Ap- 
propriations Committee  overseeing  IRS,  and  I am  very  pleased  to 
have  this  opportunity  to  be  here. 

I want  to  congratulate  Senators  Grassley  and  Kerrey  for  their 
work  on  the  restructuring  commission.  I think  an  overwhelming 
majority  of  the  work  is  very  positive  and  I agree  with  it  and  hope 
to  support  most  of  that  report. 

Mr.  Chairman  and  Senator  Moynihan,  and  the  102,000  men  and 
women  of  the  IRS  who  are  responsible  for  collecting  97  percent  of 
the  Nation’s  revenue  have,  as  Senator  Kerrey  has  pointed  out,  one 
of  the  most  difficult  jobs  in  government.  They  collect  the  funds  that 
pay  to  defend  our  freedom,  educate  our  children,  and  take  care  of 
the  old. 

At  the  same  time  Congress  has  flattened  their  funding  and  cut 
enforcement,  we  have  also  implemented  new  parts  of  their  mission. 
The  trend  is  asking  the  IRS  to  broaden  its  mission. 

Recently,  for  example,  the  Congress  instructed  the  IRS  to  help  in 
the  important  work  of  recovering  child  support  payments,  an  im- 
portant objective  but  added  work. 

Against  this  backdrop,  the  commission  wisely  recommended 
“Congress  provide  the  IRS  certainty  in  its  operational  budget  in  the 
near  future,”  and  called  for  “greater  stability  with  funding  levels.” 
As  the  commission  has  pointed  out,  Congress’  failure  to  pursue 
consistent  policies,  as  Senator  Moynihan,  and  you,  Mr.  Chairman, 
have  pointed  out,  have  undermined  the  IRS  in  the  performance  of 
its  functions. 

The  vast  majority  of  taxpayers  in  our  country  pay  their  taxes  on 
time,  voluntarily.  Nevertheless,  the  IRS  only  collects  about  84  to  85 
percent  of  the  taxes  that  are  due. 

There  is  currently  a balance  due  of  $216  billion.  When  some  do 
not  pay  their  fair  share,  this  increases  the  deficit  and  raises  the 
burden  on  all  of  the  rest  of  us.  From  the  point  of  view  of  fairness 
alone,  it  is  necessary  for  the  IRS  to  carry  out  its  enforcement. 

Nevertheless,  in  any  large  organization,  however  necessary  en- 
forcement is,  the  power  that  goes  with  that  enforcement  may  be 
abused.  Senator,  you  talked  about  power  and  responsibility,  that 
being  the  focus  of  this  hearing.  Absolutely  correct,  in  my  opinion. 

Two  years  ago,  of  course,  Congress  revisited  the  problem  of  IRS 
abuses  with  the  passage  of  the  Omnibus  Taxpayer  Bill  of  Rights. 
In  its  report,  A Vision  for  the  New  IRS,  the  IRS  Commission  on 
Restructuring  found  that  this  law  “had  an  important  effect  on 
changing  the  culture  of  the  IRS.”  Mr.  Chairman,  you  mentioned 
that.  The  commission  has  found  that,  in  fact,  the  culture  is  chang- 
ing. 

The  commission  went  on  to  find  “very  few  examples  of  IRS  per- 
sonnel abusing  power.”  None  of  us  deny  that  it  occurs,  all  of  us  be- 
lieve we  ought  to  eliminate  it.  But  the  good  news  that  the  commis- 
sion found  was  that  it  is  the  exception.  Even  one  instance,  of 
course,  is  one  too  many. 


IRS  management  has  followed  up  on  cases  aggressively  to  deter- 
mine what  went  wrong  and  to  take  appropriate  action.  But  I be- 
lieve that  even  appropriate  action,  after  the  fact,  Mr.  Chairman,  as 
you,  I am  sure  appreciate,  cannot  erase  the  pain  that  some  tax- 
payers have  experienced.  I am  encouraged,  therefore,  that  the  IRS 
is  following  up  with  a service-wide  program  to  stop  this  kind  of 
abuse  before  it  happens. 

This  program  includes  centralizing  and  including  training  on  the 
provisions  of  both  the  first  and  second  Taxpayer  Bill  of  Rights,  cre- 
ating taxpayer  surveys  that  rate  employees’  treatment  of  taxpayer, 
and  other  efforts. 

Treasury  and  IRS  has  reaffirmed  their  commitment  to  the  origi- 
nal Taxpayer  Bill  of  Rights.  A joint  Treasury/IRS  National  Per- 
formance Revenue  Task  Force  is  currently  conducting  a 90-day 
study  of  customer  service.  I am  sure  it  will  be  spurred  on  by  this 
committee’s  actions,  Mr.  Chairman. 

Ultimately,  however,  I believe  that  a solution  to  the  problem  of 
taxpayer  abuse  cannot  be  separated  from  the  larger  task  of  build- 
ing the  IRS  of  the  future.  Senators  Grassley  and  Kerrey  have  spo- 
ken of  that. 

The  Treasury  Department,  the  IRS,  the  Employees  Union  and 
the  Commission  on  Restructuring  have  identified  a common  set  of 
concerns.  To  build  the  IRS  of  the  21st  century,  they  have  identified 
the  need  for  renewed  focus  on  oversight,  leadership,  flexibility,  im- 
proved budgeting  and  tax  simplification.  The  IRS  has  been  rightly 
criticized  in  recent  years  for  its  failure  to  manage  well.  Particular 
focus  has  been  directed  at  attempts  to  modernize  the  information 
systems. 

For  the  first  time  in  the  15  years,  Mr.  Chairman,  that  I have 
been  reviewing  the  IRS  budgets,  the  Secretary  of  Treasury  and  the 
Deputy,  for  the  first  time,  are  giving  personal  attention  to  IRS 
management  issues.  This  new  focus  is  clearly  making  a difference. 

I am  encouraged  that  Secretary  Rubin  has  identified  a candidate 
in  addition  to  that  to  head  the  IRS  who  has  a non-traditional  back- 
ground in  management  and  infonnation  technology,  Charles 
Risotti.  TKe  Sehdte  will  be  considering  him  soon. 

Mr.  Chairman,  I will  leave  the  balance  of  my  statement,  but  let 
me  conclude  by  saying  this.  It  is  important  to  point  a spotlight  on 
areas  of  abuse  in  the  collection  activities.  Our  constituents  rightly 
expect  us  to  protect  us  from  abusiYe-araLlegaT-agfcLaag. 

This  otJectiveisparticiflanyTmportarrrwKen  sSSs-actions  are 

done  in  the  name  of  law  enforcement.  At  the  same  time,  iVe  must 
do  so  in  a way  that  does  not  undermine  those  who  are  performing 
crucial  law  enforcement  missions. 

Mr.  Chairman,  you  and  I know  there  are  scam  artists,  criminals, 
who  are  trying  to  place  an  additional  burden  on  their  fellow  Ameri- 
cans by  not  contributing  their  fair  share.  Law  enforcement  is  never 
easy.  It  is  always  subject  to  abuse. 

It  is  important  that  those  of  us  in  public  life  oversee  and  ensure 
that  the  abuses  are  eliminated  or,  at  the  very  least,  kept  to  the  ab- 
solute minimum.  I congratulate  you,  Mr.  Chairman,  Senator  Moy- 
nihan, and  others  for  pursuing  this  worthy  objective. 

The  CHAIRMAN.  Thank  you  very  much  for  appearing  here  today. 
We  look  forward  to  working  with  you  in  the  future. 
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[The  prepared  statement  of  Congressman  Hoyer  appears  in  the 
appendix.] 

The  Chairman.  Now,  we  are  coming  towards  the  end  of  the  first 
vote,  so  I will  recess  the  committee  to  enable  us  to  go  down  and 
make  two  votes.  I ask  the  members  to  come  back  as  quickly  as  pos- 
sible, because  I am  going  to  reopen  the  hearing  to  permit  members 
to  make  their  opening  statements. 

Senator  KERREY.  Mr.  Chairman,  may  I with  respect  ask  whether 
or  not  you  intend  to  ask  me,  Senator  Grassley,  or  Congressman 
Hoyer  questions? 

The  Chairman.  No. 

Senator  Kerrey.  No  questions? 

The  CHAIRMAN.  No  questions  today.  We  have  such  a full  sched- 


ule. 

Senator  Kerrey.  I see. 

The  Chairman.  The  committee  is  in  recess. 

[Whereupon,  at  9:46  a.m.,  the  hearing  was  recessed  and  recon- 
vened at  10:22  a.m.] 

The  Chairman.  The  committee  will  please  be  in  order. 

We  will  now  turn  to  our  fellow  members  of  the  committee  for  any 
opening  statement  that  they  make  care  to  make.  I would  ask  that 
they  be  limited  strictly  to  5 minutes  since  we  have  already  lost  a 
great  deal  of  time  because  of  the  vote,  and  have,  as  I said,  a full 
schedule. 

I would  also  point  out  that  we  go  down  the  list  under  the  early 
bird  rule.  The  next  person  I have  that  is  here  is  Senator  Graham. 


OPENING  STATEMENT  OF  HON.  BOB  GRAHAM,  A U.S.  SENATOR 

FROM  FLORIDA 

Senator  Graham.  Thank  you,  Mr.  Chairman.  I would  like  to  ex- 
press my  appreciation  to  yourself  and  Senator  Moynihan  for  hold- 
ing these  hearings  today.  I would  like  to  start  by  placing  a call. 
This  is  a call  to  the  800  number  of  the  IRS,  in  order  to  give  us  a 
laboratory  test  of  how  long  it  takes  to  get  a response  to  a citizen’s 
message. 

Senator  Gramm.  Hold  it  up  to  the  mike  so  we  can  hear  it. 

Senator  Graham.  Mr.  Chairman,  this  is  obviously  a critical  agen- 
cy. We  have  now  reached  the  computer  response.  We  are  not  inter- 
ested in  information  on  the  new  tax  legislation.  We  know  too  much 
about  that  already.  [Laughter.] 

Senator  Graham.  This  is  a critical  agency.  It  is  critical  that  it  be 
competent,  fair,  respectful  of  people,  capable  of  carrying  out  its 
function.  It  is  also  true  that  many  aspects  of  the  Federal  Govern- 
ment are  anonymous,  unknown  to  the  American  people. 

The  activities  of  the  IRS  are  often  too  well  known  to  the  Amer- 
ican people  and  form  the  basis  of  the  American  people’s  assessment 
of  how  government,  in  general,  operates,  that  which  they  have  con- 
tact with,  that  which  they  cannot  see. 

Unfortunately,  what  the  citizens  of  my  State  and  the  Njitum  arg 
spying,  is  that  they  are  having  too  many  adverse  impacts  with  the 
IRS. 

What  is  your  name,  sir?  Mr.  McDowell,  first,  I want  to  thank  you 
for  having  answered  the  phone  in  less  than  two  minutes.  I would 
like  to  get  back  in  touch  with  you,  if  you  could  hold  for  a moment, 


and  discuss  some  specific  issues.  Could  you  hold?  Good.  Thank  you. 
[Laughter.] 

Senator  Graham.  What  I would  like  to  talk  to  Mr.  McDowell 
about  are  some  of  the  concerns  that  have  been  expressed  by  my 
constituents,  including  the  difficulty  of  getting  someone  on  the  tele- 
phone. 

One  lady  from  Ft.  Meyers  who  says  she  is  69  years  old  said  that 
frequently  it  had  taken  her  up  to  30  minutes  in  order  to  reach 
someone  on  the  telephone.  Another  gentleman  from  Orlando  said 
that  he  has  been  waiting  for  6 months  to  get  a response  to  a ques- 
tion, and  that  he  has  called  the  800  number  and  has  encountered 
not  a human  being,  but  frustration.  Those  are  some  of  many  exam- 
ples of  the  response  of  citizens  to  their  attempts  to  make  contact 
with  this  critical  Federal  agency. 

As  we  proceed  with  these  hearings,  Mr.  Chairman,  I think  that 
it  is  important  that  we  do  a physician’s  quality  assessment  of  this  ^ 
agency  in  order  to  diagnose,  what  are  the  components  of  its  pathql;  v- 
ogy.  We  will  no  doubt  encounter,  as  the  commission  chaired  by 
"Senator  Kerrey  did,  a number  of  those,  but  I would  suggest,  too, 
it  might  be  particularly  appropriate  for  our  concentration. 

One,  is  the  human  dimension,  whether  it  is  a large  insurance 
company  or  Disney.  Those  firms  which  depend  upon  their  ability  to 
relate  effectively  with  the  public  make  a major  commitment  to  the 
human  beings  within  their  organization  who  are  that  contact  with 
the  public.  I am  concerned  that  the  IRS  has  not  made  that  suffi- 
cient commitment  in  terms  of  the  standards  of  training,  support, 
and  leadership  for  its  people. 

I am  struck  with  the  fact  that  the  IRS  is  not  unique  in  this  cir- 
cumstance. I have  had  the  opportunity  to  have  extensive  dealings 
with  the  Immigration  and  Naturalization  Service,  and  many  of  the 
same  concerns  that  we  have  and  will  hear  about  the  IRS  are  also 
said  about  that  large  Federal  agency. 

So  we  may,  in  the  course  of  this  set  of  hearings  on  the  IRS,  de- 
velop some  concepts  that  would  have  broader  application  in  the 
Federal  service. 

The  second  area  is  our  primary  responsibility,  and  that  is  the 
complexity  of  the  Tax  Code.  Senator  Moynihan  has  already  dra- 
matically illustrated  the  fact  that  we  added  another  approximately 
10  percent  to  the  complexity  of  the  Tax  Code,  at  least  in  terms  of 
pages,  by  the  action  that  we  took  just  a few  weeks  ago. 

I would  hope  that,  as  a result  of  these  hearings,  the  impact  of 
that  complexity  on  citizens’  response  would  be  fully  understood, 
and  again  that  we  would  develop  some  concepts  as  to  how  we 
might  move  towards  the  path  of  greater  simplification. 

It  struck  me  as  ironic  that,  whereas  in  1996  one  of  the  key  dis- 
cussions of  the  Presidential  election,  including  Senator  Dole’s  pro- 
posal for  a 15  across-the-board  reduction  in  tax  rates,  were  com- 
pletely ignored  in  1997  when  the  Budget  Agreement  was  struck 
and  the  tax  reductions  developed.  Nobody  talked  about  using  tax 
reductions  as  an  opportunity  for  simplification.  They  became  the 
source  of  a fairly  massive  degree  of  additional  complexity. 

So  Mr.  Chairman,  I commend  you  and  Senator  Moynihan  for  un- 
dertaking these  hearings,  and  look  forward  to  the  diagnosis  and  ef- 
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fective  prescriptions  that  the  hearings  will  bring  to  our  attention, 
and  that  we  will  then  have  the  responsibility  to  implement. 

Now,  back  to  my  phone  call. 

The  Chairman.  Thank  you,  Senator  Graham.  This  is  the  first 
time  I have  seen  anyone  conduct  business  during  a hearing,  but  I 
congratulate  you  for  your  effective  use  of  time. 

I think,  Senator  Conrad,  you  are  next  in  line. 

OPENING  STATEMENT  OF  HON.  KENT  CONRAD,  A U.S. 

SENATOR  FROM  NORTH  DAKOTA 

Senator  Conrad.  Mr.  Chairman,  I am  not  going  to  call  anybody. 

I am  probably  the  only  person  here  who  was  a tax  administrator. 
I was  the  tax  commissioner  for  my  State  before  I was  elected  to  the 
United  States  Senate.  So  I think  I have  an  appreciation  for 

Senator  MOYNIHAN.  That  has  got  to  be  sort  of  a record,  people 
rewarding  a tax  commissioner.  [Laughter.] 

Senator  Conrad.  Well,  both  Senators  from  North  Dakota  are 
former  tax  commissioners,  so  that  is  a dual  record.  We  were  elected 
to  the  U.S.  Senate,  I think,  because  we  gave  good  service  to  people. 
We  were  fair,  we  collected  the  taxes  that  were  owed,  but  we  gave 
very  good  service  and  we  did  not  have  to  abuse  people  in  order  to 
collect  taxes  that  were  due. 

Mr.  Chairman  and  Senator  Moynihan,  I think  most  people  un- 
derstand that,  as  a society,  we  have  an  obligation  to  pay  what  is 
• owed  and  due.  That  is  how  we  support  the  common  defense,  that 
is  how  we  educate  our  young  people,  that  is  how  we  support  our 
elderly,  that  is  how  we  build  the  roads,  bridges,  and  airports  that 
allow  us  to  function  as  a society.  So  we  have  to  collect  the  revenue 
tint  is  necessary  to  pay  the  bills.  Frankly,  over  the  last  5 years  we 
Haile  seen  quite  a remarkable  turnaround  for  the  Federal  Govem- 
ment. . 

The  Federal  Government  was  in  a circumstance  five  years  ago  in 
which  it  could  not  pay  its  bills,  was  not  even  coming  close.  It  was 
running  record  deficits.  But  because  of  actions  that  were  taken,  we 
are  now  on  the  doorstep  of  balancing  the  unified  budget  in  this 
country,  and  that  has  led  to  an  economic  resurgence.  I say  this,  be- 
cause I think  it  is  important  to  put  into  perspective  what  we  are 
doing  here  today.  Clearly,  we  must  have  a revenue  agency,  whether 
it  is  the  Internal  Revenue  Service  or  some  other  such  agency.  We 
have  to  collect  the  money  necessary  to  pay  the  bills. 

On  the  other  hand,  nobody  can  tolerate  abusive  behavior.  I think 
we  also  need  to  put  that  into  perspective,  because  the  vast  majority 
of  men  and  women  that  work  for  our  revenue  service  do  not  abuse 
anyone.  They  go  about  their  jobs  quietly  and  in  a dedicated  way, 
and  perform  very  well. 

I had,  when  I was  tax  commissioner,  many  exchanges  with  the 
Internal  Revenue  Service  and  I found  a high  degree  of  professional- 
ism, a high  degree  of  commitment,  many  people  who  had  dedicated 
their  working  lives  because  they  believed  what  they  were  doing 
was  in  the  public  interest. 

So  I do  not  want  to  be  a part,  and  I do  not  think  anybody  here 
wants  tu  be  a part,  of  some  trashing  of  people  who  do  not  deserve 
it.  But  this  is  a very  large  organization  and  there  are  people  who 
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have  made  mistakes,  and  they  are  serious  mistakes,  and  that  can- 
not be  tolerated. 

It  is  totally  unacceptable  that  IRS  staff  abuse  others,  that  they 
threaten  them,  and  that  they  use  coercive  tactics.  That  is  not  ac- 
ceptable  and  that  should  not  be  permitted.  Those^jwhe— are  resDon- 
°u£bUQ  be  punished.  We  should  ihakethat  clear 

But,  Mr.  Chairman,  Ithink  we  shouf3~also~makeclear  there  are 
some  here  with  an  agenda  that  is  beyond  fixing  something  that  is 
broken,  or  at  least  in  part  is  broken.  There  are  some  who  come 
here  with  a political  agenda,  and  I also  find  that  troubling. 

I note  in  a Washington  Post  story  that  there  are  some  who  have 
been  sending  out  fund  raising  letters  with  statements  like,  “We 
want  to  end  the  IRS’s  reign  of  terror.”  Well,  I do  not  think  the  IRS 
is  engaged  in  a reign  of  terror.  There  have  been  abuses,  certainly 
^re  /^ose  abuses  unacceptable?  Absolutely.  I think  to  assert  that 
the  IKS  has  been  engaged  in  a reign  of  terror  is  pretty  loaded  lan- 
guage. 

Another  fund-raising  letter  that  went  out  from  a colleague  had 
the  People  vs.  IRS  Survey”  and  said,  “Armed  with  your  responses 
and  demands,  GOP  leaders  can  call  for  televised  Senate  hearings 
on  the  IRS.”  s 

A C T-»-»  n . . _ 


A former  IRS  commissioner,  Lawrence  Gibbs,  IRS  commissioner 
under  President  Reagan,  as  a matter  of  fact,  is  concerned  about 
any  attempt  to  make  a partisan  issue  out  of  this  agency.  » 

H.e  said,  and  I think  this  is  something  for  us  to  keep  in  mind,y 
Using  highly  partisan  language  to  attack  the  IRS  is  very  irrespon-C 
sible  and  can  lead  to  undermining  the  public’s  trust  in  the  tax  sys-  \ 
tern,  which  is  dangerous.  ’ Again,  that  is  the  former  commissioner  ' 
under  President  Reagan.  ^ 

So  I think  in  conducting  these  hearings  that  it  is  very  important  ] 
that  we  keep  things  in  perspective.  Where  there  are  abuses,  they 
ought  to  be  stopped.  People  who  use  coercive  tactics  and  who  have  1 
violated  the  law  ought  to  be  punished.  ^ 

But  we  also  need  to  keep  in  mind  we  need  a revenue  agency  in 
the  United  States  to  do  the  very  difficult  work  of  collecting  those 
revenues  that  we  as  a Congress  said  people  are  responsible  to  pay. 
We  have  done  that  because  those  revenues  support  our  National 
defense,  they  educate  our  young  people,  they  assist  our  elderly. 

In  saying  that,  Mr.  Chairman,  I think  we  all  need  to  move  for- 
ward in  a constructive  way,  identify  what  is  wrong,  figure  out  ways 
to  fix  it,  and  implement  those  changes.  I very  much  appreciate  the 
way  the  Chairman  and  Ranking  Member  began  this  hearing.  I 
think  you  have  sounded  just  the  right  note. 

The  Chairman.  Well,  thank  you,  Senator  Conrad. 

Again,  let  me  emphasize,  when  we  began  these  investigations  8 
months  ago,  their  purpose  was  to  develop  constructive  criticism, 
constructive  criticism  that  would  result  in  reform  to  benefit  the 


American  public,  as  well  as  the  employees  of  the  agency  itself.  That 
is  the  way  these  investigations  have  been  conducted.  These  hear- 
ings are  not  intended  in  any  way  to  be  partisan  or  political,  they 
are  in  the  interest  of  good  government  and  that,  I shall  insist  upon. 

I think  we  will  turn,  at  the  suggestion  of  Senator  Moynihan,  to 
Senator  Gramm. 
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OPENING  STATEMENT  OF  HON.  PHIL  GRAMM,  A U.S.  SENATOR 

FROM  TEXAS 

Senator  Gramm.  Mr.  Chairman,  let  me  join  everybody  else  in 
thanking  you  and  Senator  Moynihan  for  holding  these  hearings, 
think  it  is  important  that  we  take  a long,  hard,  close  look  at  the 

IRS  and  how  it  works.  ™ i ± u 

I do  not  think  our  dear  colleague  from  North  Dakota  has  to 
worry  about  anybody  undermining  the  credibility  ot  the  1Kb.  l 
^ think  if  you  look  at  what  the  witnesses  are  going  to  say  here  over 
1 the  next  3 days,  the  IRS  has  done  a very  good  job  of  doing  that 

!~^C^want  to  make  three  points  in  my  opening  statement.  Number 
one,  I do  not  have  any  sympathy  for  people  who  are  trying  to  cheat 
on  their  taxes.  I think  the  IRS  not  only  has  a license,  but  a man- 
date, to  go  after  people  who  are  engaged  in  fraud  and  who  are 
cheating  other  taxpayers  by  not  paying  their  taxes. 

I hope  that  nobody  gets  confused  here  as  to  what  we  are  con- 
cerned about.  I want  the  IRS  to  use  the  full  power  of  the  law  to 
make  people  pay  the  taxes  they  owe  and  to  pursue  people  who  are 

Second,  I think  we  are  all  concerned  about  stories  that  we  hear 
every  day  from  our  constituents  about  how  they  are  being  abused, 
about  how  heavy-handed  the  IRS  is,  and  how  it  uses  tactics  that 
we  would  view,  and  I think  the  average  American  would  view,  as 

mNow°Pone  of  the  things  I always  try  to  do  is  to  take  such  com- 
ments with  a grain  of  salt,  because  I do  not  always  know  what  the 
facts  are.  I have  never  been  one  of  these  people  that  automatically 
assumes  the  government  is  wrong  because  somebody  says  they  are 
engaged  in  bad  behavior,  but  provides  no  proof. 

But  I have  followed  enough  cases  in  my  State  through  the  whole 
process  to  reach  the  conclusion  that,  while  the  vast  majority  of  the 
people  at  IRS  with  a very  difficult  job  are  doing  a good  job  at  it, 
there  are  people  who  use  the  power  to  intimidate  that  obviously 
working  for  the  IRS  gives  them  the  ability  to  do.  We  are  all  afraid 
of  the  IRS;  I think  every  American  is.  , 

I think  it  is  important  to  have  some  system,  to  have  checks  and 
balances,  to  oversee  and  hold  people  accountable  for  what  they  do. 
Now,  how  to  do  that,  how  to  get  the  balance  between  going  after 
people  who  are  cheating  and  not  abusing  people  who  are  simply 
trying  to  comply  with  a very  complicated  law,  where  most  of  us, 
even  those  of  us  who  may  have  had  at  some  time  some  expertise 
in  these  areas,  find  it  impossible  to  do  our  own  taxes?  It  is  a very 
delicate  balance.  I came  to  the  hearing  because  I wanted  to  dis- 
cover how  to  do  it,  not  because  I wanted  to  tell  anybody. 

Finally,  I would  note  the  obvious  point  that  today  government  is 
spending  about  31  cents  out  of  every  dollar  earned  by  every  Amer- 
ican.  Next  year  we  are  going  to  have  the  highest  tax  burden  in 
American  history.  If  we  do  not  change  Medicare  and  Social  Secu- 
rity, at  an  absolute  minimum,  within  25  years  the  payroll  tax  is 
going  to  be  30  percent,  not  15  percent. 

The  average  working  family  where  husband  and  wife  work,  is  in 
the  28-percent  Federal  tax  bracket.  So  25  years  from  now,  with  the 
status  quo,  at  a minimum,  the  tax  rate  of  the  average  working  blue 


collar  family  is  going  to  be  56  percent.  Obviously  it  is  going  to  be 
very,  very  difficult  to  collect  those  taxes. 

So  I think  while  we  are  looking  at  the  IRS  and  while  we  are 
looking  at  its  abuses,  part  of  the  long-term  reform  is  tax  simplifica- 
tion where  it  is  easier  for  people  who  want  to  comply,  to  comply. 

But  I think  part  of  the  reform  is  to  look  off  in  the  future  25  years 
and  say,  is  that  the  America  we  want?  Do  we  really  want  to  have 
an  agency  that  is  trying  to  take  56  cents  out  of  every  dollar  earned 
by  average  working  Americans?  I think  the  answer  to  that  is  no. 
We  need  to  begin  to  try  to  make  those  changes  over  the  next  25 
years  to  keep  that  from  happening. 

So,  Mr.  Chairman,  this  is  a very  difficult  subject.  It  is  clearly  a 
subject  that  deserves  intense  Congressional  scrutiny.  I know  what 
I would  like  to  see  us  do.  That  is,  use  our  resources  to  go  after  peo- 
ple who  are  violating  the  law  and  be  sure  we  are  respectful  of  peo- 
ple who  are  simply  trying  to  comply  with  a difficult  law,  but  trying 
to  tell  the  difference  between  those  two  cases  is  very,  very  difficult. 

Obviously,  it  is  very  difficult  for  a person  at  the  IRS  to  know  the 
difference  between  the  two.  Clearly,  change  in  the  code  of  conduct 
is  due,  and  that  is  something  that  we  ought  to  be  leaders  in  trying 
to  produce.  So,  for  all  of  these  reasons  in  a very  difficult  subject, 
I am  very  grateful  for  these  hearings,  and  I thank  you,  Mr.  Chair- 
man. 

The  Chairman.  Thank  you,  Senator  Gramm. 

Now  I would  call  on  Senator  Bryan. 

OPENING  STATEMENT  OF  HON.  RICHARD  H.  BRYAN,  A U.S. 

SENATOR  FROM  NEVADA 

Senator  Bryan.  Thank  you  very  much,  Mr.  Chairman. 

No  citizen  should  have  to  endure  what  Monsignor  Ballweg,  Ms. 
Jacobs,  Ms.  Lund,  and  Mr.  Savage,  who  will  testify  tomorrow,  en- 
countered in  their  experiences  with  the  IRS.  There  is  no  excuse  for 
this  kind  of  conduct,  attitude,  or  treatment  of  law-abiding  citizens 
who  are  attempting  to  comply  with  their  legal  obligation  to  pay 
their  taxes. 

Having  said  that,  the  tax  collector  has  never  enjoyed  great  public 
favor.  From  King  Solomon’s  time,  the  tax  collector  has  been  de- 
spised and  reviled,  so  it  comes  as  no  surprise  that  the  IRS  is  an 
easy  target  for  criticism  and  a convenient  whipping  boy. 

As  pollster  Frank  Lance  points  out  in  his  widely  distributed 
memo  to  Republican  members  of  Congress,  in  the  language  of  the 
21st  century,  nothing  guarantees  more  applause  and  support  than 
the  call  to  abolish  the  Internal  Revenue  Service.  I expect  Mr.  Lance 
is  probably  right  about  generating  applause,  but  that  does  not 
make  it  the  right  thing  to  do. 

Unfortunately,  someone  needs  to  collect  taxes.  Federal  tax  collec- 
tion is  a task  of  monumental  proportions.  Last  year,  the  IRS  col- 
lected $1.4  trillion  in  taxes.  It  processed  209  million  returns,  in- 
cluding 119  million  individual  income  tax  returns.  It  disbursed 
$110  billion  in  refunds,  and  handled  105  million  requests  for  infor- 
mation. 

By  any  standard,  this  is  a very  difficult  job.  I believe  that  the 
great  majority  of  the  102,000  employees  of  the  IRS  are  neighbors, 
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our  fellow  citizens,  who  do  their  best  to  meet  the  demands  of  this 
often  unpleasant  task  in  the  best  manner  that  they  can. 

None  of  this  is  to  suggest  the  kind  of  egregious  conduct  by  the 
IRS  that  we  will  hear  about  this  week  is  or  can  be  justified,  never- 
theless, the  IRS  has  made  numerous  improvements  which  have 
made  the  always  unpleasant  task  of  paying  taxes  a much  less  dif- 
ficult ordeal  for  millions  of  Americans. 

More  than  19  million  Americans  filed  their  individual  returns 
electronically  in  1997,  an  option  that  results  in  faster,  more  effi- 
cient service  and  with  greater  accuracy.  For  the  4.7  million  of  those 
electronic  filers  that  used  Telefile,  the  annual  ordeal  of  paying  Fed- 
eral income  taxes  amounted  to  only  a simple,  10-minute  toll-free 
phone  call  to  the  IRS. 

While  these  successes  do  not  excuse  the  serious  problems  the  IRS 
needs  to  deal  with  in  other  areas,  they  do  reflect  a continuing  effort 
to  improve  the  culture  of  the  IRS  and  to  attempt  to  make  it  more 
taxpayer  friendly. 

The  hearings  before  this  committee  this  week  will  prove  titillat- 
ing, shocking,  and  to  a large  extent  will  accurately  point  out  some 
very  serious  problems  within  the  IRS. 

Undoubtedly  there  are  IRS  personnel  who  behave  badly,  who 
abuse  their  position,  who  are  vindictive  and  abuse  the  taxpayer. 
These  employees  ought  to  be  identified  and  immediately  termi- 
nated. There  is  much  we  can  do  to  improve  the  management  and 
operation  of  the  IRS. 

Senators  Kerrey  and  Grassley  led  an  important  bipartisan  com- 
mission to  examine  the  problems  in  the  IRS.  While  there  is  dis- 
agreement over  some  of  the  specific  recommendations,  the  commis- 
sion report  is  an  important  starting  point  for  what  could  be  a sub- 
stantial reform  of  the  IRS. 

Many  of  the  problems  with  the  IRS,  of  course,  as  has  been  point- 
ed out  by  a number  of  my  colleagues,  lies  right  here  in  the  Con- 
gress. In  many  ways,  the  Congress  has  charged  the  IRS  with  an 
impossible  task.  The  ever-increasing  complexity  of  the  Tax  Code 
places  enormous  burdens  on  both  taxpayer  and  IRS  employees, 
both  of  whom  oftentimes  are  trying  to  do  the  right  thing. 

This  year’s  tax  bill,  of  course,  is  no  exception.  The  bill,  which 
most  of  us  supported,  creates  entire  new  mazes  of  confusing  re- 
quirements that  taxpayers  will  need  to  work  their  way  through. 
Many  of  the  provisions  are  effective  starting  this  tax  year,  which 
means  IRS  personnel  will  need  to  have  forms,  guidance,  and  appro- 
priate training  in  place  by  the  end  of  this  year. 

Already  we  are  told  that  we  need  to  pass  technical  corrections, 
which  will  then  need  to  be  incorporated  into  IRS  procedures. 

The  hearings  before  the  committee  this  week  will  provide  more 
fodder  for  the  IRS’s  critics,  and  I fear  that  some  may  use  these 
hearings  to  pursue  partisan  advantage  in  future  political  contest. 

Reckless,  inflammatory  criticism  of  the  IRS  may  be  good  political 
sport,  but  it  can  incite  violence  among  tax  protestors.  Nevadans 
were  shocked  in  December  of  1995  by  a botched  attempt  by  so- 
called  tax  protestors  to  bomb  the  IRS  office  in  Reno,  Nevada.  De- 
spite the  unpopularity  of  their  duties,  IRS  employees  are  public 
servants  who  should  not  be  forced  to  work  in  hostile  circumstances 


and  should  not  be  expected  to  work  under  circumstances  and  condi- 
tions that  threaten  their  health  and  safety. 

We  do  need  to  reform  the  IRS,  get  its  computer  system  working 
better,  institute  better  management  practices,  and  terminate  those 
in  service  who  abuse  their  positions. 

I am  confident,  Mr.  Chairman,  that  you  intend  to  use  these  hear- 
ings as  a basis  to  pursue  real  reforms  of  the  IRS,  and  I pledge  to 
work  with  you  as  we  undertake  the  business  of  reforming  the  IRS. 

The  Chairman.  Thank  you,  Senator  Bryan. 

Senator  Nickles? 

OPENING  STATEMENT  OF  HON.  DON  NICKLES,  A U.S.  SENATOR 
FROM  OKLAHOMA 

Senator  NICKLES.  Mr.  Chairman,  thank  you  very  much.  I want 
to  compliment  you  and  Senator  Moynihan  for  these  hearings,  and 
also  compliment  Senator  Grassley  and  Senator  Kerrey  for  the  work 
that  they  have  done  in  trying  to  reshape  and  rehabilitate  the  IRS. 

Mr.  Chairman,  it  needs  to  be  done.  The  Tax  Code  is  far  too  com- 
plicated, in  many  cases  far  too  complex,  and  in  many  cases  not  fair. 
This  committee  has  an  opportunity,  I think,  to  highlight  some  of 
the  problems  we  have  with  the  Code,  maybe  some  problems  in  en- 
forcement of  the  Code,  and  some  injustices  as  well. 

We  have,  as  Senator  Bryan  mentioned,  over  100,000  IRS  agents. 
That  is  a lot.  I would  certainly  concur  with  Senator  Gramm’s  state- 
ment that  most  are  very,  very  honorable  and  do  an  outstanding  job. 
They  are,  indeed,  public  servants. 

But  clearly  there  have  been  some  real  abuses,  and  those  need  to 
be  stopped  and  they  need  to  be  stopped  now.  The  IRS  has  unbeliev- 
able authority  to  wreck  lives,  ruin  businesses.  They  can  cause  anxi- 
ety. 

There  is  not  a phone  call  that  can  probably  give  people  more  anx- 
iety, than  the  IRS  wants  to  audit  you,  or  they  want  to  talk  to  you 
about  your  return.  Automatically  that  sends  chills  down  the  spines 
of  taxpayers,  taxpayers,  in  most  cases  who  have  been  very  honest. 

In  some  cases,  maybe  they  are  not  honest  and  it  is  certainly  jus- 
tified. But  we  will  hear  some  cases  of  abuses  and  those  abuses  need 
to  be  stopped. 

Mr.  Chairman,  I believe  we  also  need  to  make  sure  the  IRS  is 
not  being  used  for  political  purposes.  It  bothers  me  when  I read 
news  accounts  that  organizations  aligned  philosophically  the  oppo- 
site of  the  current  administration  have  been  audited.  I,  think  we 
need  to  review  that. 

We  need  to  find  out  and  we  need  to  make  double-darn  sure  that 
is  not  happening  for  political  purposes.  But  when  you  hear  reports 
of  audits  of  conservative  groups  and  you  do  not  hear  it  from  oppo- 
site-minded groups,  that  bothers  me. 

Mr.  Chairman,  just  look  at  the  Code.  The  Internal  Revenue  Code, 
Senator  Moynihan  mentioned,  I think,  is  9,400  pages.  We  recently 
added  several  hundred  pages.  This  is  the  IRS  code.  The  Bible,  to 
compare  it,  is  quite  a bit  smaller.  Senator  Gramm  was  studying  it, 
and  I would  encourage  him  to  continue  studying  it.  The  Bible  has 
something  like  8,045  words.  The  IRS  Code  has  over  5.5  million 
words  of  law  and  regulations.  There  is  no  comparison. 
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I might  mention,  there  is  a lot  more  wisdom  and  value  in  this 
book  than  there  are  in  these  books.  We  have  added  to  the  complex- 
ity. In  the  last  tax  bill  that  we  passed,  and  I think  most  of  us  have 
said  that  it  was  a pretty  good  tax  bill,  we  added  285  new  sections 
to  the  Tax  Code,  we  amended  824.  So  we  made  it  even  more  com- 
plicated, more  complex. 

In  my  opinion,  the  tax  code  needs  a significant  overhaul.  We 
need  to  really  reduce  this  to  something  that  most  people  can  under- 
stand, and  hopefully  replace  it  with  a fair,  flat,  and  simple  Tax 
Code. 

Mr.  Chairman,  when  you  have  something  like  5.5  million  words 
of  rules  and  regulations,  when  you  have  17,000  pages  of  rules  and 
regulations,  we  have  got  a real  problem.  So  we  have  102,000  agents 
trying  to  enforce  the  law.  We  have  480  different  forms. 

Right  now,  the  IRS  sends  out  8 billion  pages  of  forms  and  in- 
structions every  year.  8 billion.  That  is  phenomenal.  Last  year,  the 
number  of  information  forms  exceeded  a billion.  That  is  a lot  of 
1099s  that  somebody  is  supposedly  trying  to  keep  track  of.  The 
number  of  corrections  that  were  sent  out  are  estimated  to  be  over 
10  million  per  year.  The  number  of  corrections.  The  number  of  pen- 
alty notices  sent  out  in  1994  were  33  million. 

In  1993,  there  were  8.5  million  times  that  the  IRS  gave  the 
wrong  answer  to  taxpayers  who  were  seeking  some  information.  In 
1987,  the  GAO  said  that  47  percent  of  the  calls  to  the  IRS  resulted 
in  inaccurate  information.  Congress  recently  spent  $4  billion  to  up- 
grade IRS’s  computer  capabilities.  It  has  been  a dismal  failure. 

Now,  Senator  Bryan  mentioned  the  electronic  filing.  That  has 
been  a success.  So,  we  have  had  some  decent  improvements  in 
their  technology.  But,  as  Senator  Kerrey  mentioned  in  his  opening 
statement,  I think  the  IRS  is  way  behind  the  8 ball  as  far  as  keep- 
ing up  with  modem  technology.  The  EZ-1040  that  everybody  is 
supposed  to  be  able  to  understand  and  do  so  quickly  and  simply 
has  31  pages  of  instructions. 

So,  Mr.  Chairman,  I think  this  committee  has  a big  challenge  be- 
fore us.  I think  we  need  to  eliminate  the  abuses.  We  need  to  be 
sure  the  IRS  is  in  check,  that  it  is  doing  its  job,  that  it  is  not  abus- 
ing its  power.  I think  we  have  a real  challenge  and  responsibility 
to  see  if  we  cannot  simplify  this  very  complex  and  inequitable  sys- 
tem. I thank  you  for  your  efforts. 

Senator  Moynihan.  Mr.  Chairman,  could  I just  take  a moment? 

The  Chairman.  Senator  Moynihan. 

Senator  Moynihan.  I would  just  remind  all  of  our  committee 
members  that  you  and  I have  asked  the  Joint  Committee  on  Tax- 
ation to  examine  politically  motivated  audits,  and  we  will  have  a 
report  later  this  year. 

Senator  NlCKLES.  I appreciate  that. 

Senator  Moynihan.  If  there  are,  they  had  better  stop,  and  fast. 

Senator  NlCKLES.  Thank  you,  sir. 

The  Chairman.  Next  on  the  list  is  Senator  Lott. 


OPENING  STATEMENT  OF  HON.  TRENT  LOTT,  A U.S.  SENATOR 
FROM  MISSISSIPPI 

Senator  Lott.  Thank  you,  Mr.  Chairman.  I will  be  brief  so  that 
you  can  go  to  your  panels  that  you  have  lined  up.  I ask  consent 
that  my  entire  statement  be  placed  in  the  record. 

The  Chairman.  Without  objection 

di  l[The  prepared  statement  of  Senator  Lott  appears  in  the  appen- 
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® j pointed  out  a particular  case  where  he  said,  “there  was 
no  doubt  m my  mind  that  the  goal  was  not  to  find  a way  to  get 
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r The.pH^RMAN-  Thank  you,  Senator  Lott,  for  those  words  Now 
I would  call  upon  Senator  Rockefeller. 
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OPENING  STATEMENT  OF  HON.  JOHN  D.  ROCKEFELLER  IV,  A 
U.S.  SENATOR  FROM  WEST  VIRGINIA 

Senator  Rockefeller.  Thank  you,  Mr.  Chairman.  I will  be  very 
brief. 

I would  join  in  what  has  been  said,  at  least  around  this  hall,  in 
that  I hope  that  these  are  bipartisan,  I hope  that  they  are  fair.  I 
note  in  the  witness  list  that  the  General  Accounting  Office  comes 
on  panel  number  6,  which  probably  will  take  place  at  about  2:30 
or  3:00,  and  they  would  be  the  only  ones  who  would  be  trying  to 
look  at  this  in  perspective. 

Some  of  us  have  been  Governors.  Senator  Graham  has  been  a 
Governor,  Senator  Bryan  has  been  a Governor,  I have  been  a Gov- 
ernor. It  is  very  interesting,  when  you  get  to  the  problem  of  bu- 
reaucracies, even  at  the  State  level,  and  the  behavior  within. 

As  Senator  Nickles  has  said,  and  others,  most  people — and  Sen- 
ator Conrad,  I am  told,  said  that  before  I came  in,  and  I know  Sen- 
ator Bryan  said  it — are  trying  to  do  the  right  thing  in  the  most  un- 
popular job  in  the  history  of  the  world,  I think,  being  an  IRS  agent. 

Unfortunately,  not  all  Americans  do  pay  the  taxes  which  they 
owe  and  which  is  part  of  the  cost  of  a democracy,  to  have  your 
shores  protected,  your  homes  relatively  safer. 

The  only  way  that  can  be  achieved  is  to  work  through  something 
called  enforcement,  and  enforcement  I think  is  what  we  are  going 
to  see  has  some  flaws  in  it,  because  there  are  always  cases  where 
people  go  out  and  they  do  things  the  wrong  way.  Those  people 
should  be  terminated  and  those  people  should  be  shown  in  these 
hearings  to  be  what  we  mean  when  we  say  we  are  trying  to 
straighten  out  the  system. 

I think  it  is  also  interesting  that,  over  the  last  5 years,  there 
have  been  3,200  cases  of  assaults  or  threats  on  IRS  agents,  and 
those  folks  are  humans,  too,  the  good  ones,  and  then  whoever  the 
bad  ones  are,  they  have  the  right  to  do  their  jobs  with  some  sense 
of  security,  except  if  they  do  them  wrongly,  in  which  case  they 
should  be  fired. 

I know  that  Secretary  Rubin  has  done  a whole  series  of  things 
to  try  and  correct  this  situation,  and  criticism  of  the  IRS  has  an 
effect  on  our  ability  to  enforce  our  tax  laws,  as  has  been  noted  by 
even  President  Reagan’s  IRS  director.  The  IRS  always  has  been  an 
agency  to  criticize.  So  I hope  we  are  going  to  get  the  whole  picture. 
I have  in  my  book  letters  from  a variety  of  Senate  and  House  lead- 
ers who  have  turned  the  issue,  it  seems  to  me,  into  a fundraising 
issue. 

Each  of  the  letters  that  they  send  out  say  some  of  the  things  that 
have  been  said  here  this  morning,  or  will  be  said  here  this  morn- 
ing. Then  they  said,  by  the  way,  please  send  in  $25,  $50,  or  $100 
to  whichever  national  committee  or  to  whichever  Senate  campaign 
committee  is  trying  to  raise  money  by  IRS  bashing.  I find  that  dis- 
tressing. 

In  other  words,  is  this  a real  issue  that  we  are  trying  to  do  some- 
thing about  or  is  this  an  issue  that  we  are  trying  to  make  political 
capital  off  it?  If  it  is  the  latter,  I find  that  distinctly  unuseful.  If 
it  is  the  former,  I find  it  thoroughly  worthwhile. 

The  two  large  volumes  of  the  Tax  Code  and  the  regulations  that 
Senator  Nickles  had  in  front  of  him  are,  in  fact,  caused  by  us.  We 


are  the  ones  in  the  Congress  who  caused  those  to  appear.  It  would 
be  in  that  spirit  then  that  what  we  are  talking  about  here  is  not 
just  the  abuses,  which  is  important  and  necessary  for  us  to  hear, 
but  also,  how  can  we  fix  it.  That  is  the  kind  of  thing  which  tends 
to  engage  my  attention,  and  I am  confident  it  would  be  the  same 
with  my  colleagues. 

I thank  the  Chairman. 

The  Chairman.  Let  me  say  once  again  that  the  purpose  of  the 
investigation  and  these  hearings  is  not  a partisan  one.  The  purpose 
is  good  government,  not  partisan  purposes. 

Our  focus  is  on  whether  the  average  taxpayer  is  being  dealt  with 
fairly  by  the  IRS  and  the  internal  operation  of  the  IRS,  irrespective 
of  what  party  may  be  in  control  of  the  Executive  Branch.  A number 
of  our  cases  go  back  17  years,  so  it  covers  several  different  adminis- 
trations. This  is  an  internal  examination,  as  I say. 

Let  me  set  the  record  straight.  Any  fund-raising  efforts  are  in  no 
way  connected  with  this  investigation  that  we  commenced  some  8 
months  ago. 

I think  we  are  now  to  the  point  where  we  can  turn  to  the  first 
panel.  The  members  of  these  associations,  which  I call  the  “view 
from  the  trenches,”  represent  the  public  in  all  types  of  tax  matters, 
as  well  as  disputes  with  the  IRS.  In  the  case  of  enrolled  agents, 
these  are  men  and  women  who  are  licensed  to  represent  taxpayers 
before  the  IRS,  with  many  of  their  members  being  formerly  with 
the  IRS. 

The  panelists  are  Mr.  Joe  Lane,  who  represents  the  National  As- 
sociation of  Enrolled  Agents,  representing  the  New  York  State  Soci- 
ety of  Certified  Public  Accountants;  we  have  Mr.  Robert  L.  Gold- 
stein, chairman,  and  James  A.  Woehlke,  Director  of  Tax  Policy — 
if  they  would  come  forward. 

Now,  it  is  our  practice  in  these  oversight  hearings  to  swear  the 
witnesses,  so  I would  ask  each  of  you  to  stand  and  raise  your  right 
hand. 

[Whereupon,  the  three  witnesses  were  duly  sworn.] 

The  Chairman.  Do  you  so  swear,  Mr.  Lane? 

Mr.  Lane.  I do. 

The  Chairman.  Mr.  Goldstein? 

Mr.  Goldstein.  I do. 

The  Chairman.  Mr.  Woehlke? 

Mr.  Woehlke.  I do. 

The  Chairman.  Please  be  seated. 

Senator  Moynihan.  You  realize  you  are  in  a lot  of  trouble  now. 

Mr.  WOEHLKE.  Yes,  indeed. 

The  Chairman.  We  will  start  with  Mr.  Lane.  I would  ask  that 
your  testimony  be  limited  to  10  minutes  in  each  case,  but  your  full 
statement,  of  course,  will  be  included  as  if  read. 

Mr.  Lane? 

STATEMENT  OF  JOSEPH  F.  LANE,  ENROLLED  AGENT,  CHAIR- 
MAN, NATIONAL  GOVERNMENT  RELATIONS  COMMITTEE, 

THE  NATIONAL  ASSOCIATION  OF  ENROLLED  AGENTS, 

GAITHERSBURG,  MD 

Mr.  Lane.  Thank  you,  Mr.  Chairman,  Mr.  Moynihan.' 
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It  is  a pleasure  to  be  invited  to  appear  before  the  Senate  Finance 
Committee  today  to  discuss  these  matters.  We  understand  the 
focus  of  the  hearings  is  to  look  into  IRS  practices  and  procedures. 

Enrolled  agents  are  uniquely  positioned  to  provide  some  valuable 
insight  to  you,  since  our  members  deal  with  thousands  of  IRS  em- 
ployees every  day  in  representing  taxpayers.  I was  heartened  to 
hear  the  opening  comments  about  the  bipartisan  nature  of  these 
hearings.  There  has  been  a tremendous  amount  of  media  hype  in 
connection  with  this  hearing,  and  we  were  a little  bit  concerned 
about  it  ourselves. 

We  spoke  to  both  the  Majority  side  and  the  Minority  side,  and 
were  assured  by  both  parties  that  the  intention  of  these  hearings 
was  to  be  a balanced  approach  to  looking  at  the  IRS,  with  the  at- 
tempt to  arrive  at  some  constructive  suggestions  for  change  that 
would  improve  the  tax  administration  system. 

Mr.  Rockefeller,  I would  be  happy  to  assure  you,  we  are  here 
strictly  to  offer  unbiased  viewpoints.  I think  GAO  has  a view,  but 
I think  the  rest  of  us  also  have  viewpoints  that  are  on  an  even 
keel. 

I think  probably  the  best  way  to  demonstrate  the  bipartisan  na- 
ture of  this  Commission  would  be  to  recommend  out  of  this  commit- 
tee the  Kerrey-Grassley  bill.  That  was  a year-long  effort  in  the  Na- 
tional Commission  on  Restructuring  to  arrive  at  informed  view- 
points on  how  best  to  change  the  tax  administration  system  this 
country  has  and  to  assure  that  we  have  taxpayer  rights  protected 
and  we  have  an  organization  that  is  responsive  to  taxpayer  input, 
and  at  the  same  time  creates  an  effective  work  force  that  is  able 
to  collect  the  taxes  this  country  needs  to  survive  on.  So  the  best 
way  to  ensure  that  you  have  bipartisanship,  I think,  is  to  enact 
that  legislation,  and  we  would  urge  that  that  be  done. 

We  would  like  to  start  today  by  talking  about  some  of  the  things 
IRS  is  doing  right.  I think  the  Service  should  be  commended  for  the 
fact  that  it  has  embraced  the  majority  of  these  recommendations 
that  the  Commission  has  given  them,  and  they  have  announced 
that  they  intend  to  enact  administratively  whatever  they  are  capa- 
ble of  doing  from  the  commission. 

I think  that  that  probably  has  not  been  an  easy  pill  to  swallow 
for  the  IRS,  but  they  have  stepped  up  to  the  plate  and  done  it.  I 
think  that  is  indicative  of  an  agency  that  is  willing  to  accept  con- 
structive criticism  and  change. 

We  also  salute  the  selection  of  Bob  Barr,  the  new  Assistant  Com- 
missioner for  Electronic  Tax  Administration.  He  is  an  outsider  from 
the  industry.  He  served  previously  as  the  vice  president  of  the  In- 
tuit Software  Company,  and  I think  that  the  IRS  is  responding  by 
going  out  and  trying  to  recruit  expertise  they  do  not  have  in-house 
to  market  electronic  filing,  and  that  is  a good  development  and  I 
hope  to  see  more  of  that  continue. 

We  also  applaud  some  of  the  initiatives  the  local  field  compo- 
nents of  the  IRS  are  doing.  They  are  trying  to  bring  in  more  practi- 
tioner input,  and  we  praise  those  districts  that  are  involved  in  that 
area. 

We  also  think  the  IRS  national  office  is  making  a concerted  effort 
to  have  better  communications  with  the  practitioner  community, 


and  that  always  improves  relationships  when  problems  can  be  dis- 
cussed in  an  open  manner  and  flushed  out. 

One  of  the  biggest  concerns  we  have  today  about  the  IRS  is  the 
status  of  employee  morale  in  the  Service.  Our  voluntary  compliance 
system  depends  on  both  sides  of  the  table  being  staffed  by  com- 
petent people.  On  the  practitioner’s  side,  we  have  a procedure  for 
making  sure  our  people  are  up  to  snuff  and  are  competent  and  able 
to  handle  things,  and  we  train  them. 

One  of  the  concerns  we  have  on  the  IRS  side  is  this  constant  din 
of  criticism  and  public  attention  and  media  barrages  that  we  see 
that  has  the  effect  of  making  morale  in  that  organization  decline. 

So  we  are  concerned  about  that  morale  and  we  would  like  to  see 
some  additional  focus  on  GAO  looking  into  what  they  could  do  to 
instill  some  additional  feelings  of  worth  among  some  of  these  peo- 
ple in  the  Service,  because  if  you  have  unhappy  tax  administrators 
you  inevitably  have  unhappy  taxpayers,  because  they  have  to  deal 
with  these  people  on  a regular  basis.  That  human  element  that 
Senator  Gramm  talked  about  is  an  extremely  important  element  in 
any  law  enforcement  capacity. 

We  have  some  specific  issues  that  we  would  like  to  address  with 
the  committee  today  in  the  area  of  taxpayer  rights,  and  particu- 
larly in  procedures  with  collection  and  exam.  Then  we  would  like 
to  go  on  and  offer  some  additional  suggestions  for  your  consider- 
ation. 

One,  we  believe  the  American  Bar  Association  has  drafted  some 
legislation  they  will  be  submitting  which  bars  the  IRS  from  using 
statistically-generated  average  expenses  in  making  collection  case 
determinations.  We  support  that  legislation  and  we  would  like  to 
see  the  Service  consider  the  unique  facts  and  circumstances  of 
every  taxpayer’s  case  on  a case-by-case  basis. 

We  believe  that  the  use  of  these  expense  statistics  has  increased 
the  number  of  bankruptcies  substantially  in  the  last  year.  We  had 
a 25-percent  increase  in  bankruptcies  in  1996,  during  a period  of 
economic  improvement  throughout  the  country. 

We  think  that  a big  component  of  that  bankruptcy  increase  had 
to  do  with  the  collection  division  in  October  of  1995  implementing 
this  procedure  of  using  Bureau  of  Labor  Statistics  standard  ex- 
penses allowances  instead  of  allowing  taxpayer  to  take  the  ex- 
penses they  are  actually  incurring  when  they  are  making  collection 
determinations.  So  we  would  like  to  see  that  investigated  and  we 
would  like  to  see  Congress  act  on  that. 

The  other  problem  we  always  have  is  the  perennial  one  of  incon- 
sistent enforcement  policies  around  the  Nation.  We  have  33  IRS 
districts  and  we  frequently  run  into  issues  where  the  national  of- 
fice promulgates  a policy  or  procedure,  then  we  see  deviation  from 
the  procedures.  We  need  to  see  more  attention  paid  to  that,  and 
that  is  particularly  in  the  collection  area. 

The  other  issue  we  have  problems  with  is  the  new  procedure  re- 
cently where  the  IRS  has  started  to  ask  taxpayers  for  statute  ex- 
tension requests  on  collection  cases,  even  though  there  might  be 
nine  and  a half  years  of  the  10  years  left  on  the  statute.  That  is 
an  inappropriate  use  of  the  statute  extension  provisions.  We  think 
that  the  Congress  ought  to  take  a look  at  whether  they  ought  to 
have  a right  to  have  a statute  extension  at  all  in  collection. 
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Just  in  1990,  you  extended  their  statutory  period  of  collection 
from  6 years  to  10,  and  now  we  have  a situation  where  we  have 
a taxpayer,  by  example  in  the  testimony  we  gave  you  today,  some- 
one goes  out  and  files  a tax  return,  owes  the  money,  and  calls  the 
IRS,  tries  to  set  up  a payment  agreement. 

If  the  payment  agreement  that  they  could  afford  to  pay  each 
month  is  insufficient  to  full-pay  the  tax  within  the  10-year  period, 
the  IRS  is  asking  for  a 5-year  extension  today.  We  do  not  think 
Congress  ever  intended  the  IRS  to  go  into  the  mortgage  business 
or  have  a lifelong  relationship  with  these  people.  Ten  years  ought 
to  be  sufficient.  We  do  not  think  we  want  to  see  15-  and  20-year 
installment  agreements  with  the  IRS,  and  we  urge  Congress  to 
take  a look  at  that  whole  area. 

The  collection  appeals  process  we  think  ought  to  be  beefed  up 
and  allowed  to  be  a true  appellate  review  of  the  judgment  and  con- 
duct of  the  revenue  officers  involved.  Right  now,  it  is  strictly  a pro- 
cedural review  and  it  does  not  have  much  of  an  impact.  I think  the 
lack  of  use  by  practitioners  and  taxpayers  alike  indicate  that  they 
view  that  as  really  not  a legitimate  forum. 

In  exam,  we  have  the  current  exam  program  letter  that  evalu- 
ates districts  based  on  yield  per  hour.  I think  one  of  the  things  you 
are  going  to  focus  on  in  this  hearing  is  the  inappropriate  use  of  en- 
forcement statistics. 

If  you  look  at  how  much  money  per  hour  is  generated  by  revenue 
agents,  then  the  first  casualty  you  have  in  an  environment  with  a 
quota  system,  like  a traffic  cop,  is  taxpayer  rights.  You  should  not 
have  an  environment  where  you  evaluate  people  based  on  how 
much  money  you  rake  in  per  hour.  We  think  that  ought  to  be  ad- 
dressed by  the  Congress. 

The  other  issue  we  are  concerned  about  is  the  inappropriate  use 
of  the  financial  status  audits,  or  the  economic  reality  audits.  We 
had  a lot  of  publicity  about  this  last  year,  a lot  of  hearings  about 
it.  The  IRS  issued  a national  directive  saying  they  would  only  use 
this  approach  when  there  was  an  indication  somehow  in  the  case 
file  that  there  was  unreported  income.  We  still  see  and  get  com- 

Elaints  from  members  and  taxpayers  alike  that  this  procedure  is 
eing  implemented  when  it  is  inappropriate. 

I think  one  of  the  suggestions  we  would  like  to  see  to  head  this 
off  is  that  the  IRS  ought  to  be  required,  whenever  they  send  an 
audit  notice  to  a taxpayer,  to  include  with  that  audit  notice  all  of 
the  IRP  data,  the  Information  Returns  Program  data,  that  the  IRS 
has  on  that  taxpayer  in  the  file.  The  reason  for  that,  is  it  avoids 
the  “gotcha”  game  in  the  audit  process. 

If  taxpayer  and  practitioners  alike,  in  preparation  for  going  in  for 
the  audit,  know  that  the  IRS  has  been  reported  some  income  such 
as  a dividend  or  miscellaneous  compensation  that  was  paid  but  it 
is  not  reflected  on  a tax  return,  they  can  prepare  to  argue  either 
it  is  correct  and  was  inadvertently  omitted,  or  it  was  an  erroneous 
filing  to  begin  with.  That  is  one  of  the  issues  we  always  run  into 
as  a justification  for  using  this  economic  reality  approach. 

Another  area  we  think  the  committee  ought  to  look  at  in  the 
hearings  you  are  doing,  is  the  market  segment  specialization  pro- 
gram. This  program  is  probably  the  best  thing  IRS  has  done  in  the 
last  25  years  in  identifying  pockets  of  non-compliance  in  specific  in- 


dustries and  focusing  their  efforts,  going  out  and  getting  other 
State  agencies  and  other  Federal  agencies  together,  bringing  all  the 
people  to  the  table  that  are  affected  by  it,  and  doing  something 
about  it. 

Probably  the  best  success  story  you  can  look  at  is  out  in  the 
Central  California  district  in  Fresno,  where  they  have  focused  on 
farm  labor  contractors.  They  have  just  accomplished  a tremendous 
result  as  a result  of  the  implementation  of  this  approach,  and  I 
would  suggest  you  hold  a field  hearing  out  there,  if  you  have  the 
time. 

I extend  an  invitation  to  come  out  to  California.  Everybody  in 
Washington  likes  to  get  an  invite  to  come  out  to  the  coast,  I know. 
Come  out  and  see  what  they  are  doing  out  there.  They  are  doing 
some  terrific  stuff  and  they  ought  to  be  commended  for  that. 

With  respect  to  exam  quality  review,  one  of  the  concerns  we  have 
about  employee  morale  and  the  lack  of  IRS’s  ability  to  recruit  qual- 
ity people,  is  the  quality  of  the  work  that  is  done  at  the  initial 
stage  in  the  audit  process  is  declining. 

One  of  the  things  that  is  interesting  to  us  and  I think  is  some- 
thing else  you  ought  to  look  at,  is  the  Pacific  Northwest  district  has 
just  announced  a test  study  which  they  are  going  to  implement 
using  a district  conference  staff.  That  is  a positive  development. 

We  would  like  to  see,  additionally,  the  committee  consider  pro- 
tecting taxpayers’  rights  of  confidentiality  by  enacting  legislation 
that  gives  the  taxpayer  the  right  to  protect  from  IRS  summons  the 
counsel  and  advice  they  have  gotten  from  their  tax  advisers. 

We  would  like  to  see  all  commercial  tax  return  preparers  reg- 
istered. We  have  a ludicrous  situation  in  this  country  today  where 
the  tax  preparers  that  have  made  the  most  commitment  to  their 
profession,  the  enrolled  agents,  the  attorneys  and  the  CPAs,  are 
the  most  regulated,  and  the  ones  that  have  no  commitment  to  a 
professional  organization,  have  not  agreed  to  a code  of  professional 
conduct,  have  no  code  of  ethics  to  adhere  to,  and  could  open  up  a 
card-table  shop  on  January  1,  and  disappear  on  the  16th  of  April, 
are  completely  unregulated. 

I think  the  most  basic  taxpayer  right  in  this  country  ought  to  be 
that  if  you  pay  for  advice  on  taxes  to  make  sure  you  comply  with 
the  law,  you  ought  to  be  confident  you  are  dealing  with  a com- 
petent person. 

Today,  we  regulate  barbers  more  than  we  regulate  commercial 
return  preparers,  and  you  can  recover  from  a bad  haircut  in  3 
weeks. 

The  other  thing  we  have  got  to  do  is  provide  full  credit  for  Social 
Security  and  self  employment  taxes  that  are  paid  in  on  delinquent 
tax  returns.  Taxpayers  are  not  getting  full  credit  for  their  Social 
Security,  even  though  the  IRS  is  collecting  the  taxes.  That  ought 
to  be  reversed. 

The  other  thing  we  would  like  to  see  the  committee  do  is  decide 
that,  as  a general  principle  of  tax  administration,  you  will  never 
have  a situation  where  the  penalties  are  allowed  to  exceed  100  per- 
cent of  the  tax  due  for  a particular  tax  period.  We  would  also  like 
to  see  tax  penalties  not  used  for  revenue  raising. 

Senator  Nickles  gave  an  excellent  demonstration  before  with  the 
Bible  and  the  Code.  That  is  because  the  pood  Lord,  in  his  wisdom 
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inspired  four  evangelists  to  write  the  Bible  and  not  535  members 
of  Congress.  We  would  have  the  same  situation  if  we  had  535  evan- 
gelists, I am  sure.  We  would  have  a 5 million  word  Bible,  and  it 
would  be  just  as  difficult  to  figure  out. 

One  of  the  things  you  have  to  review  is  the  whole  penalty  struc- 
ture in  the  Code.  There  are  too  many  penalties  for  too  many  infrac- 
tions and  you  cannot  expect  anybody  to  understand  them. 

The  other  thing  we  would  like  to  see  changed,  is  there  were  some 
recent  changes  in  some  court  cases  that  developed  where  we  saw 
elderly  people  make  an  estimated  payment  of  $7,000  when  it 
should  have  been  $700.  The  person  had  Alzheimer’s. 

The  court  reviewed  the  case  and  said,  we  would  like  to  be  able 
to  give  this  person  a refund,  but  the  daughter  did  not  discover  this 
until  three  or  4 years  later.  Therefore,  the  statute  barred  them 
from  getting  a refund.  That  law  should  be  changed.  There  should 
be  reasonable  cause  that  allows  a refund  beyond  the  3-year  period. 

The  other  thing  we  did  in  our  testimony  before  the  Commission 
last  year  was  to  offer  a suggestion  that  perhaps  one  of  the  ways 
of  approaching  the  problems  we  are  dealing  with  in  tax  administra- 
tion was  to  divide  the  IRS  into  two  separate  agencies,  one  for  tax- 
payer service,  and  the  other  for  tax  law  enforcement. 

The  Commission  did  not  choose  to  follow  that  recommendation, 
but  we  would  suggest  to  you  that  it  might  be  an  appropriate  thing 
to  discuss  with  the  Commissioner-designate  during  the  confirma- 
tion hearings  to  see  if  they  could  accomplish  virtually  the  same 
thing  within  the  umbrella  of  the  organization,  to  set  aside  and  pro- 
vide a network  and  an  organization  within  the  IRS  to  provide  for 
employment  and  promotion  opportunities  for  people  to  move  up  in 
the  organization,  when  they  have  a customer  service  attitude. 

The  IRS  says  85  percent  of  taxpayers  are  in  compliance.  Eighty- 
five  percent  of  their  efforts  ought  to  go  towards  taking  care  of  those 
people  in  terms  of  focusing  on  making  sure  if  someone  calls  in  and 
wants  a question  answered,  it  gets  answered  in  a courteous  man- 
ner and  they  get  the  information  they  need  as  expeditiously  as  pos- 
sible. 

One  of  the  problems  you  deal  with  in  law  enforcement  is,  the 
same  personality  that  makes  a good  cop  makes  a lousy  waiter,  and 
vice  versa.  So  you  need  to  have  more  emphasis  on  customer  service 
in  that  organization  and  a little  less  on  enforcement. 

We  have  outlined  the  specifics  in  the  example.  Senator  Gramm 
made  reference  to  the  INS  having  the  same  problem.  Thank  you. 

The  CHAIRMAN.  Your  time  has  expired  and  we  must  move  on. 

[The  prepared  statement  of  Mr.  Lane  appears  in  the  appendix.] 

The  Chairman.  Mr.  Goldstein? 

Mr.  Goldstein.  I will  let  Mr.  Woehlke  start. 

The  Chairman.  I would  point  out  it  will  be  10  minutes  for  the 
two  of  you,  so  I would  ask  that  you  keep  within  that  time  limit. 

Senator  Moynihan.  New  Yorkers  are  notoriously  fast  talkers. 

Mr.  Woehlke.  We  can  probably  accommodate  that,  Senator,  yes. 

The  Chairman.  Please  proceed. 


STATEMENT  OF  JAMES  A.  WOEHLKE,  DIRECTOR,  TAX  POLICY, 

NEW  YORK  SOCIETY  OF  CERTIFIED  PUBLIC  ACCOUNTANTS, 

NEW  YORK,  NY 

Mr.  Woehlke.  Good  morning,  Mr.  Chairman,  Senator  Moynihan, 
members  of  the  committee. 

I am  James  Woehlke,  CPA,  director  of  tax  policy  for  the  New 
York  State  Society  of  CPAs,  and  I am  here  with  Robert  Goldstein 
today,  the  chairperson  of  our  Relations  with  the  IRS  Committee. 

Our  society  is  privileged  to  testify  before  you  today  about  our 
day-to-day  work  with  personnel  at  the  IRS.  But  before  we  begin  we 
must  say  that  we  have  tremendous  respect  for  the  IRS  in  its  gar- 
gantuan task  of  administering  our  Nation’s  tax  system.  We  are 
supportive  of  the  mission  of  the  IRS  and  are  not  among  those,  un- 
realistically, we  believe,  calling  for  abolition. 

Also,  some  of  the  media  reports  about  this  week’s  hearings  indi- 
cated your  witnesses  would  portray  an  IRS  run  amok.  We  are  un- 
able to  corroborate  that  particular  message.  Quite  frankly,  the  IRS 
has  over  100,000  decent,  dedicated  employees  who  carry  out  their 
responsibilities  without  guile  and  to  the  best  of  their  ability.  It  is 
both  unfair  and  inaccurate  to  portray  the  entire  agency  as  running 
amok. 

This  is  not  to  say,  however,  that  the  IRS  has  no  internal  prob- 
lems and  challenges  to  face.  Recent  accounts  for  the  $4  billion  tax 
system  modernization  boondoggle  and  the  IRS’s  complete  inability 
to  understand  the  degree  of  intrusiveness  inherent  in  its  financial 
status  approach  to  auditing  indicate  that  there  is  a disconnect  be- 
tween the  inside  and  outside  IRS  views  of  what  its  appropriate 
function  is.  Our  testimony  before  the  National  Commission  to  Re- 
structure the  IRS  distilled  a number  of  what  we  called  root  causes 
at  the  heart  of  the  IRS’s  problems. 

Mr.  Goldstein  will  touch  on  several  of  those  today  because  they 
are  helpful  to  understanding  the  problems  and  challenges  practi- 
tioners face  in  their  day-to-day  interactions  with  the  IRS.  The  root 
causes  we  will  be  touching  on  are  structural  dysfunction,  the  IRS’s 
self-image,  and  the  IRS’s  siege  mentality. 

We  went  into  much  greater  detail  regarding  these  and  other  root 
causes  in  our  testimony  before  the  National  Commission.  Time 
today,  of  course,  will  not  permit  that  to  be  related  in  detail,  and 
we  therefore  respectfully  request  that  you  admit  that  testimony, 
along  with  today’s  testimony,  into  the  hearing’s  official  record. 

[The  information  appears  in  the  appendix.] 

Mr.  WOEHLKE.  Let  me  now  turn  the  microphone  over  to  Mr. 
Goldstein. 

The  Chairman.  Mr.  Goldstein. 

STATEMENT  OF  ROBERT  L.  GOLDSTEIN,  CHAIRMAN,  RELA- 
TIONS WITH  IRS  COMMITTEE,  NEW  YORK  SOCIETY  OF  CER- 
TIFIED PUBLIC  ACCOUNTANTS,  NEW  YORK,  NY 

Mr.  Goldstein.  Good  morning,  Mr.  Chairman,  Senator  Moy- 
nihan, and  members  of  the  committee.  I am  privileged  to  testify  be- 
fore you  today. 

In  my  practice  I deal  with  the  men  and  women  of  the  IRS  on  al- 
most a daily  basis.  In  my  experience  and  that  of  those  of  the  col- 
leagues I represent,  we  have  found  that  the  vast  majority  of  IRS 
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employees  are  dedicated  public  servants  who  try  to  do  the  best  job 
they  have  with  the  tools  available  to  them. 

In  our  region  we  have  found  the  executives  and  staff  of  the  serv- 
ice to  be  open  to  liaison  meetings  and,  within  limits,  responsive  to 
taxpayer  and  practitioner  concerns.  These  liaison  meetings  and 
joint  IRS  practitioner  forums  have  allowed  the  practitioner  and 
service  personnel  to  share  their  concerns,  understand  the  problems 
of  the  other,  and  try  to  work  through  these  problems  before  they 
reach  the  point  of  confrontation. 

There  are,  however,  problems  which  need  to  be  addressed.  That 
is  why  we  are  here  today.  I dare  say  that  the  majority  of  IRS  per- 
sonnel would  also  agree  that  these  issues  need  to  be  addressed. 

The  decentralized  management  structure  of  the  IRS  has  made  co- 
ordination of  some  important  functions,  including  employee  train- 
ing, tax  administration,  and  education  difficult  to  achieve. 

We  believe  one  case  illustrates  the  gap  between  national  level 
policy-setters  and  regional  management.  Regionally  produced  IRS 
pronouncements,  including  market  segmentation  specialization  pro- 
gram papers  and  market  segment  understandings  have  been  issued 
with  strident  commentary  regarding  worker  classification,  while  at 
the  same  time  new  training  methods  and  legislation  on  a national 
level  are  implemented  expressing  conciliatory  and  taxpayer  friend- 
ly approaches  to  the  worker  classification  issue. 

Regarding  the  IRS’s  self-image,  we  noted  that  a number  of  IRS 
employees  testifying  before  the  National  Commission  referred  to 
the  IRS  as  one  of  law  enforcement.  We  cannot  disagree  more  with 
this  perception. 

We  recognize  that  there  is  an  important  element  of  law  enforce- 
ment in  the  role  of  the  Service.  But  to  view  that  as  its  primary 
function  creates  a level  of  insularity  and  heavy-handedness  which 
often  makes  it  impossible  to  achieve  its  core  customer  service  objec- 
tives. 

The  mere  existence  of  the  Problems  Resolution  Program  illus- 
trates this  point.  The  primary  role  of  the  taxpayer  advocate  is  to 
resolve  taxpayer  issues  which  have  floundered  in  the  normal  proc- 
ess. 

The  Problems  Resolution  Program  has  been  extremely  successful 
and  praised  by  practitioners  and  taxpayer  alike,  and  offers  an  ex- 
ample of  how  different  attitudes  by  IRS  personnel,  taxpayers,  and 
their  representatives  emerge  when  the  customer  service  model  is 
used. 

The  very  success  of  this  program  points  to  the  failure  of  the  nor- 
mal process  because  it  means  the  IRS  is  succeeding  the  second 
time  around. 

An  example  of  the  enforcement  mentality  that  we  address  or  that 
we  have  problems  with  exists  with  the  increasing  use  of  bypass  ac- 
tions, wherein  an  IRS  examiner  contacts  the  taxpayer,  in  spite  of 
the  fact  that  that  taxpayer  has  an  appointed  representative  pursu- 
ant to  a power  of  attorney. 

In  a recent  survey  by  the  AICPA,  over  a third  of  the  agents 
whom  the  responding  CPAs  came  into  contact  with  insisted  upon 
interviewing  taxpayers  directly,  even  after  the  first  Taxpayer  Bill 
of  Rights  should  have  eliminated  this  practice.  We  recognize  as 
practitioners  that  there  are  times  when  bypass  procedures  are  ap- 
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propriate.  But  these  are  drastic  actions  and  require  strict  super- 
vision. A one-third  failure  rate  is  inappropriate. 

The  IRS  misconception  regarding  the  primacy  of  its  law  enforce- 
ment role  leads  to  our  third  root  cause,  the  IRS’s  siege  mentality. 
It  is  overly  insular  in  nature.  In  our  written  submission  we  quote 
at  some  length  the  Deputy  Secretary  in  the  Department  of  Finance 
and  Management  of  the  Service  as  testify  before  the  National  Com- 
mission that  the  IRS  is  a law  enforcement  agency  at  heart.  We  dis- 
agree with  that.  We  believe  it  is  a customer  service  agency  at 
heart,  and  has  a tangential  law  enforcement  element. 

We  would  be  remiss  in  any  discussion  of  problems  with  the  IRS 
if  we  did  not  address  tax  law  complexity.  Taxpayers  primarily  use 
professionals  to  prepare  their  tax  returns  and  represent  them  be- 
fore the  IRS,  in  the  event  that  such  representation  is  required,  be- 
cause of  the  complexity  of  the  tax  law. 

Over  the  past  11  years,  we  have  had  8 years  with  tax  law 
changes,  significantly  increasing  the  complexity  of  our  tax  system. 
The  law  that  you  gentlemen  have  just  passed  ranks  near  the  top 
of  the  complexity  scale. 

The  professional  staff  of  the  Congress  should  consult  with  practi- 
tioner organizations  on  a regular  basis  in  connection  with  writing 
new  tax  legislation.  In  this  way,  they  can  better  understand  the 
compliance  effect  of  the  law  that  you  pass.  This  becomes  clearer  to 
the  members  of  your  staff. 

The  examination  and  collection  issues  which  we  are  going  to  dis- 
cuss may  appear  mechanical,  however,  they  are  symptomatic  of 
systemic  problems  that  we  see  in  the  field.  For  example,  we  are 
aware  of  an  S corporation  audit  that  took  in  excess  of  24  months 
and  resulted  in  a minimal  adjustment. 

Another  S corporation  took  in  excess  of  18  months  from  the  date 
of  the  initial  audit  to  the  30-day  letter.  An  individual  audit  cover- 
ing a period  of  2 years  endured  for  more  than  20  months  and  has 
just  been  taken  into  the  Problems  Resolution  Program. 

IRS  personnel  who  participate  in  the  FlexiPlace  program  where- 
in certain  personnel  work  at  home  for  part  of  the  work  week,  can- 
not be  reached  by  telephone  when  they  are  at  home.  A modem 
voice  mail  system  should  be  installed  and  such  personnel  working 
at  home  should  be  required  to  monitor  that  system. 

We  do  have  some  suggestions.  We  believe  that  the  interim  exten- 
sions for  partnerships,  trusts,  and  individuals  should  be  elimi- 
nated. They  serve  no  useful  purpose.  They  do  not  increase  the  gov- 
ernment’s cash  flow,  they  cost  the  IRS  time  and  money,  and  are  a 
thorn  in  the  side  of  extending  taxpayers  and  practitioners. 

We  endorse  the  report  of  the  National  Committee  for  Restructur- 
ing. We  think  they  did  a very  fine  job.  However,  we  definitely  do 
not  agree  that  the  independent  board  they  suggest  should  hire  and 
fire  the  commissioner  or  set  the  IRS  budget. 

The  CHAIRMAN.  Mr.  Goldstein,  your  time  is  up.  I do  have  to  an- 
nounce, our  time  is  up  as  well.  The  Democrats  have  objected  to  any 
committee  continuing  hearings  at  this  time. 

Senator  Moynihan.  It  is  a rule  that  can  be  invoked. 

The  Chairman.  So  we  will  have  to  continue  this  later.  I would 
like  to  recess  and  see  if  we  cannot  work  that  out,  so  I would  urge 
everybody  to  stay  here  for  the  moment. 
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Senator  Moynihan.  Mr.  Chairman,  at  the  risk  of  censure  by  the 
whole  body,  I am  going  to  extend  long  enough  to  thank  these  wit- 
nesses. They  have  been  very  helpful.  They  have  both  endorsed  the 
Kerrey-Grassley  Commission  report.  The  idea  that  we  ought  to  con- 
sult with  persons  such  as  the  CPAs  and  enrolled  agents  on  ques- 
tions of  complexity  before  we  pass  another  tax  bill  is  a good  idea. 

The  Chairman.  No  question  about  that,  that  complexity  is  a seri- 
ous problem. 

Senator  Gramm.  Mr.  Chairman. 

The  Chairman.  Yes,  Senator  Gramm. 

Senator  Gramm.  Mr.  Chairman,  could  we,  before  we  adjourn, 
since  this  order  has  come  over  from  an  objection  on  the  Senate 
floor,  could  we  finish  this  round?  It  very  seldom  happens  to  me,  but 
I have  had  an  idea.  [Laughter.] 

Senator  Gramm.  I would  like  to  have  an  opportunity  to  ask  some 
questions  and  make  a comment.  Could  we  at  least  finish  this  round 
before  we  shut  down? 

The  CHAIRMAN.  I think  the  answer  to  continuing  has  to  be  in  the 
negative.  I regret  that. 

Senator  Mack.  Do  we  know  who  objected?  Can  we  raise  a ques- 
tion here  as  to  who  objected,  and  what  was  the  purpose? 

Senator  Moynihan.  It  was  Senator  Daschle,  but  you  will  not  get 
anywhere  asking  us  why. 

Senator  Mack.  It  is  an  unfortunate  situation.  I think  that  this 
morning  the  tone  was  created  that  this  was  going  to  be  a biparti- 
san effort. 

Senator  Moynihan.  Oh,  it  has  nothing  to  do  with  this  committee. 
Nothing  to  do  with  this  committee. 

The  Chairman.  The  objection  is  to  all  committees  meeting  during 
the  session  of  the  Senate.  I would  like  to  continue,  but  I think  we 
would  probably  lose  our  Democratic  members.  I am  insistent  upon 
this  continuing  as  a bipartisan  effort,  so  let  us  see  if  we  cannot 
work  it  out. 

I would  point  out,  tomorrow  there  will  be  no  Senate  business  in 
the  morning.  We  will  start  at  9:00  and  we  will  be  able  to  continue 
at  least  until  2:00,  and  hopefully  later. 

I apologize  to  our  witnesses  who  were  to  testify  today. 

. Senator  MOYNIHAN.  We  thank  our  witnesses,  too. 

The  Chairman.  Yes.  But  some  are  also  here  who  have  not  had 
a chance  to  speak.  So  I just  want  to  make  it  very  clear,  we  appre- 
ciate your  being  here.  Your  testimony  is  important  and  we  desire 
to  secure  it  in  full.  I would  ask  that  you  stay  around  temporarily. 

The  committee  is  in  recess. 

[Whereupon,  at  11:34  a.m.  the  hearing  was  recessed  until 
Wednesday,  September  24,  1997  at  9:00  a.m.] 
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OPENING  STATEMENT  OF  HON.  WILLIAM  V.  ROTH,  JR.  A U S 
SENATOR  FROM  DELAWARE,  CHAIRMAN,  COMMITTEE  ON  FI- 
NANCE 


The  Chairman.  The  committee  will  please  be  in  order. 

Since  we  were  cut  short  yesterday  we  will  submit  questions  in 
w^mg  to  both  the  Enrolled  Agents  and  New  York  State  Society 
record’  ““  th6lr  resPonses  wiH  be  included  as  part  of  the  hearing 

. S°  1 .^°u.ld  ,ask  our  members  to  provide  the  Finance  Committee 
staff  with  their  written  questions  by  the  close  of  business  today  Of 
course,  I do  apologize  to  our  witnesses  for  this  change. 

[The  questions  and  responses  appear  in  the  appendix.] 

The  Chairman.  This  morning  I would  like  to  welcome  three  dis- 
tinguished authors,  each  of  which  is  an  expert  in  the  area  of  the 
workings  of  the  Internal  Revenue  Service. 

, Davis  has  had  the  distinction  of  being  the  first  and 

last  IKS  historian.  She  is  the  author  of  a book  entitled  “Unbridled 
Power. 

Mr.  Robert  Schriebman  is  a practicing  tax  attorney  who  has  writ- 
ten eight  books  on  IRS  practices  and  procedures,  and  he  is  also  an 
adjunct  professor  at  the  University  of  Southern  California  Grad- 
uate School  of  Accounting.  - ' ' f 

Finally > we  have  Mr.  David  Burnham,  who  is  an  associate  re- 
search professor  at  Syracuse  University,  and  has  written  several 
books  including  “A  Law  Unto  Itself:  Power,  Politics  and  the  IRS.” 
He  is  the  former  New  York  Times  investigative  reporter  who  wrote 

erpico.police  corruPti°n  series  that  led  to  the  formation  of  the 
NA1  commission. 

I would  ask  these  three  witnesses  to  please  come  forward 

Senator  Murkowski.  Mr.  Chairman? 

The  Chairman.  Yes. 
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Senator  Murkowski.  I wonder  if  I may  make  a very  short  obser- 
vation at  this  time.  Yesterday  the  hearing  was  cut  short  and  I 
would  just  like  to  add  one  short  horror  story  to  the  list  and  com- 
mend you  for  holding  this  hearing. 

The  Chairman.  All  right.  We  will  get  back  to  the  witnesses  in 
just  a minute.  In  the  meantime,  Senator  Murkowski. 

OPENING  STATEMENT  OF  HON.  FRANK  H.  MURKOWSKI,  A U.S. 

SENATOR  FROM  ALASKA 

Senator  MURKOWSKI.  I thank  you  very  much,  Mr.  Chairman. 

I would  like  to  share  with  you  an  Associated  Press  story  of  Sep- 
tember 22,  and  I will  read  it  as  follows.  It  is  just  one  page.  “Hun- 
dreds of  Alaskans  have  received  notices  from  the  Internal  Revenue 
Service  that  their  permanent  fund  dividends  were  being  seized  be- 
cause of  tiny  back  tax  debts,  some  as  small  as  4 cents.” 

The  IRS  says  the  problem  was  a computer  glitch,  one  that  in- 
volved some  800  of  my  Alaskan  constituents,  who  got  the  notices 
allegedly  by  mistake.  “We  are  extremely  sorry,”  the  IRS  spokes- 
person said. 

”1  thought  it  was  a practical  joke  that  one  of  my  friends  was 
playing,”  said  Dan  Coyne,  owner  of  the  Sourdough  Sporting  Goods 
in  Wasilla  when  he  received  the  notice  Monday  of  his  4-cent  debt 
seizure.  But  the  notice  looked  official  enough,  and  soon  Coyne  got 
mad.  Can  you  imagine  how  much  money  this  costs  the  taxpayers? 

He  tried  to  call  the  IRS  office,  but  could  not  get  past  the  readings 
and  the  hold  music.  He  called  the  State  Department  of  Revenue, 
he  called  his  Congressman,  and  he  called  me.  “I  was  up  in  arms,” 
he  said.  The  tax  collectors  had  never  told  him  he  owed  this  4 cents. 
“Well,  it  was  all  a mistake,”  said  Kraft  at  the  IRS.  “A  technical 
glitch  was  traced  to  an  IRS  computer  in  Ogden,  Utah.”  No  offense, 
Senator  Hatch. 

“The  IRS  normally  does  not  levy  permanent  fund  checks  for  any 
amount  less  than  $25,”  Kraft  said.  “In  some  cases,  these  pennies 
were  not  even  owed  in  the  first  place.” 

But  Willie  Bannon,  a potato  farmer  in  Sutton,  received  a notice 
saying  he  and  his  wife  owed  the  government  7 cents.  After  20  min- 
utes on  the  telephone,  and  then  on  hold,  Bannon  finally  received 
an  IRS  representative.  “And  she  wanted  to  argue  with  me  that  it 
was  not  7 cents,”  Bannon  said.  “Surely,”  the  representative  told 
him,  “if  the  IRS  was  levying  his  check  he  must  owe  more.” 

Thank  you,  Mr.  Chairman. 

The  CHAIRMAN.  Thank  you,  Senator  Murkowski. 

I would  say  to  each  of  our  witnesses,  we  are  indeed  very  pleased 
to  have  you  here.  I would  ask  that  each  of  you  in  your  opening 
statements  limit  it  to  10  minutes.  Your  full  statement  will  be  in- 
cluded as  if  read. 

It  is  our  practice  to  have  witnesses  in  these  hearings  to  be  sworn, 
so  would  you  please  rise  and  raise  your  right  hand. 

[Whereupon,  the  three  witnesses  were  duly  sworn.] 

The  Chairman.  Ms.  Davis? 

Ms.  Davis.  I do. 

The  Chairman.  Mr.  Schriebman? 

Mr.  Schriebman.  Yes,  I do. 

The  Chairman.  Mr.  Burnham? 


Mr.  Burnham.  Yes,  sir. 

The  Chairman.  Thank  you,  and  please  be  seated. 

Ms.  Davis,  it  is  our  pleasure  to  hear  from  you. 

STATEMENT  OF  SHELLEY  DAVIS,  AUTHOR  OF  “UNBRIDLED 

POWER”  AND  FORMER  HISTORIAN  FOR  THE  IRS,  MANASSAS, 

VA 

Ms.  DAVIS.  Well,  thank  you,  Mr.  Chairman,  and  Senator  Moy- 
nihan.  I am  glad  to  be  here.  I very  much  appreciate  this  oppor- 
tunity. 

I am  going  to  start  out  by  just  telling  you  I read  with  great  inter- 
est, as  I am  sure  all  of  you  did,  an  article  in  the  Washington  Post 
last  Saturday  announcing  these  hearings.  But  if  this  article  is  to 
be  believed,  these  hearings  are  a partisan  effort  by  Republican 
members  of  Congress  to  blacken  the  reputation  of  the  IRS. 

Even  an  unnamed  Democratic  Congressional  staff  member  said 
in  that  article  that  much  of  what  you  hear  over  the  next  3 days 
will  be  “for  show,”  that  hiding  the  identities  of  IRS  employees  who 
will  testify  before  you  is  nothing  but  a ploy  to  generate  media  at- 
tention. 

But  I tell  you,  nothing  could  be  further  from  the  truth.  I sit  be- 
fore you  today  in  the  open  as  a former  employee  of  the  IRS,  be- 
cause I have  nothing  to  hide.  My  career  is  over. 

But  I have  much  to  share  with  you  about  the  IRS.  I would  like 
you  to  refer  to  my  written  testimony  for  a summary  of  my  experi- 
ences with  the  arrogant  and  dangerous  culture  of  the  IRS;  about 
how  I discovered  that  the  IRS  does  keep  list  of  American  citizens 
for  no  reason  other  than  that  their  political  activities  might  have 
offended  someone  at  the  IRS;  about  how  the  IRS  believes  that  any- 
one who  offers  even  legitimate  criticism  of  the  tax  collector  is  a tax 
protestor;  about  how  the  IRS  shreds  its  paper  trail,  which  means 
that  there  is  no  history,  no  evidence,  and  ultimately  no  accountabil- 
ity. So,  I urge  you  to  read  my  written  testimony. 

But  today  I am  going  to  speak  to  you  from  the  heart.  This  is  not 
a partisan  witch  hunt.  To  help  you  believe  that,  I will  tell  you  up 
front  that  I am  a lifelong  Democrat.  I do  not  come  to  you  today 
with  any  kind  of  partisan  agenda.  I come  to  you  today  as  a citizen 
who  witnessed  things  that  should  never  happen  in  our  government 
that  I saw  during  my  more  than  7 years  as  the  first,  last,  and  only 
official  historian  for  the  IRS. 

As  their  former  historian,  I can  sit  here  and  tell  you  that  abuse 
of  taxpayers,  abuse  of  authority,  and  abuse  of  power  by  the  IRS 
happens  on  both  sides  of  the  political  fence.  There  is  evidence  that 
both  the  Democratic  and  Republican  administrations  in  the  past 
have  tried  to  use  the  IRS  to  further  their  political  agendas.  There 
is  absolutely  nothing  in  the  current  law  to  prevent  this  from  hap- 
pening. 

There  is  also  nothing  to  prevent  the  IRS  from  doing  it  on  their 
own  in  an  attempt  to  perhaps  please  or  appease  whatever  party 
happens  to  be  in  power.  It  is  important  to  remember  that  the  IRS 
itself  is  not  a particularly  partisan  agency,  it  has  only  one  political 
appointee  and  that  is  the  commissioner. 

But  it  is  an  agency  composed  of  career  bureaucrats,  bureaucrats 
who  have  spent  their  careers  learning  how  to  spin  IRS  arrogance 


and  abuse  into  an  impenetrable  defensive  shield,  who  have  learned 
how  to  hide  behind  the  privacy  laws  that  are  meant  to  protect  tax- 
payers to  protect  only  themselves. 

The  bottom  line,  is  that  the  IRS  is  the  best  secret-keeping  agency 
in  our  government  today.  They  are  better  than  the  CIA,  better  than 
the  FBI.  I mean,  think  about  it.  You  and  the  American  people  do 
not  have  a clue  about  how  the  IRS  goes  about  doing  its  job,  and 
that  is  just  the  way  they  want  it. 

Nobody  is  more  masterful  at  this  spin  than  the  current  acting 
commissioner,  Michael  Dolan,  who  I worked  with  the  IRS.  Mr. 
Dolan  actually  succeeded  in  getting  the  media  to  air  his  patently 
absurd  allegation  that  IRS  computers  should  be  blamed  for  many 
of  the  horror  stories  that  you  hear  about.  I am  sorry,  but  can  com- 
puters seize  the  entire  inventory  and  shut  down  a business  because 
they  were  insulted? 

Can  computers  magically  materialize  early  in  the  morning  on 
your  doorstep,  as  they  did  to  taxpayer  Shirley  Barron?  Not  long 
after,  her  husband  gave  up  on  his  fight  with  the  IRS  and  took  his 
own  life.  Can  a computer  accept  a bribe  from  a Federal  agent,  set- 
ting in  motion  an  armed  invasion  of  an  American  corporation?  No, 
computers  cannot  do  these  things,  people  do  these  things. 

But  by  blaming  those  darn  computers,  Mr.  Dolan  deflects  atten- 
tion from  the  real  perpetrators,  the  IRS  employees  who  allow  these 
actions  to  go  forward,  from  the  agents  who  participated  to  the  ex- 
ecutives in  Washington,  DC  who  did  nothing  to  stop  this  abuse  and 
nothing  to  discipline  the  perpetrators. 

These  hearings  are  about  people,  living,  breathing  entities,  not 
computers.  I mean,  goodness  knows,  Congress  has  held  enough 
hearings  about  IRS  computers.  It  is  time  that  the  people  have  their 
say,  people  who  have  been  harmed  by  their  government,  by  people 
who  are  paid  with  their  tax  dollars,  by  an  agency  that  seems  to 
think  it  is  all  right  if  just  a few  taxpayers  fall  through  the  cracks. 

I would  like  to  turn,  quickly,  to  something  a bit  more  personal. 
Also  in  that  same  Washington  Post  article  Mr.  Dolan  denied  that 
the  IRS  punishes  employees  who  speak  out.  I tell  you  today,  Mr. 
Dolan  is  lying.  The  IRS  punished  and  retaliated  against  me  when 
I gathered  up  all  my  courage  and  went  forward  with  allegations 
that  the  IRS  was  breaking  the  law. 

But  what  I want  to  do  today  is,  rather  than  telling  you  my  story 
myself,  I am  going  to  read  you  a few  excerpts  from  some  cor- 
respondence that  my  father,  a retired  professor  of  economics,  has 
had  recently  with  the  Democratic  National  Committee. 

Earlier  this  year  he  received  a solicitation  from  the  DNC  for 
money  to  help  the  Democrats,  and  he  wrote  back.  He  said,  “As  a 
lifelong  liberal  Democrat,  my  decision  not  to  give  financial  support 
to  the  DNC  at  this  time  was  not  made  lightly.”  He  talks  about 
campaign  finance  reform,  which  I will  not  bore  you  with  here 
today. 

Then  he  says  the  second  reason  that  he  has  decided  not  to  give 
money  any  further  is  more  personal.  He  says,  “This  is  the  treat- 
ment my  daughter  received  from  the  Clinton  Administration, 
whose  election  in  1992  she,  like  me,  greeted  with  high  hopes  and 
rejoicing.  Soon  after  taking  her  position  as  historian  for  the  IRS  j 
she  discovered  that  through  both  neglect  and  design  the  agency,  in 


violation  of  Federal  law,  was  destroying  records  pertaining  to  deci- 
sions and  actions  of  the  IRS  throughout  the  20th  century  She 
sought  continuously  to  bring  these  acts  to  the  attention  of  the  com- 
missioner in  the  hopes  that  the  practices  would  be  stopped. 

What  a once  in  a lifetime  political  opportunity  this  administra- 
tion let  slip  through  its  fingers.  Here  was  an  agency,  much  feared 
and  hated  by  the  American  public  in  violation  of  Federal  law 
which  a new,  fresh  administration  could  set  right. 

»,Unnf?I?unJately’  this  did  not  haPPen.  Instead,  the  commissioner 
Ms.  Richardson,  acting  through  her  deputy  assistant  commissioner 
to  whom  my  daughter  was  assigned,  reprimanded  her  and 
launched  an  internal  investigation  against  her. 

With  President  Clinton’s  commissioner  unwilling  to  support  her 
my  daughter  felt  she  had  no  choice  but  in  good  conscience  to  re- 
sign.  thus,  tor  the  sake  of  principle  and  a deeply-rooted  belief  in 
the  worth  and  dignity  of  public  service,  her  16  years  as  an  honor- 
able I ederal  employee  came  to  end.” 

Then  he  says,  “I  have  been  a Democrat  for  all  my  life  because 
I always  believed  that  the  Democratic  Party  was  about  justice  and 
tmrness.  Ihis  does  not  seem  to  be  true  when  it  comes  to  matters 
like  this.  I see  no  reason  whatsoever  for  the  Democratic  Party  or 
a Democratic  President  to  be  defending  illegal  practices  of  the  IRS 
this  is  a matter  of  simple  justice.” 

I can  just  say,  I hope  that  anonymous  Democratic  staffer  is  lis- 
tening today.  Everything  that  you  see  and  hear  here  over  the  next 
1 days  will  be  a matter  of  simple  justice,  not  partisan  politics. 

One  final  point  on  what  happened  to  me.  When  I originally  took 
my  allegations  of  the  legal  document  destruction  I went  to  the  IRS 
inspection  Service,  which  is  supposed  to  be  the  internal  watchdog 
for  the  IRS.  3 

I took  them  to  IRS  Special  Agent  Steve  Rashe.  Agent  Rashe 
promised  me,  looked  me  in  the  eye  and  told  me  he  would  look  into 
my  allegations,  I took  him  at  his  work.  But  later  I discovered  that 
it  was  Agent  Rashe  himself  that  was  masterminding  the  internal 
investigation  of  me  on  completely  false  and  trumped  up  charges. 

So  then  I went  to  the  Treasury  Department  Inspector  General  to 
complain  that  the  IRS  was  retaliating  against  me,  and  also  to  raise 
the  issue  that  to  have  the  very  same  agent  to  whom  I had  en- 
trusted with  my  information  about  illegal  activities  at  the  IRS  turn 
around  and  begin  to  investigate  me  was  a conflict  of  interest 

Well,  guess  what  the  Treasury  Department  IG  said.  The  Treas- 
ury Department  Inspector  General  investigated  my  allegation  by 
goinff  to  the  IRS.  They  never  came  to  me  and  they  never  asked  me 
anything.  They  went  to  the  IRS. 

„ eY  ?^ent  directly  to  Special  Agent  Steven  Rashe  and  asked, 
well,  is  this  a conflict  of  interest?  Agent  Rashe  and  the  IRS  Inspec- 
tion Service  shook  their  heads  and  said,  no,  this  is  not  a conflict 
of  interest.  Of  course,  not.  That  was  the  end  of  the  Treasury  De- 
partment investigation  of  my  allegation  of  retaliation. 

This  is  how  the  IRS  and  the  Treasury  Department  investigates 
internal  allegations  of  wrongdoing.  America,  we  have  got  a prob- 

So  to  Mr.  Dolan  and  to  you  I say  that,  yes,  the  IRS  does  retaliate 
against  its  own  employees  who  speak  out.  Special  Agent  Rashe  is 
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still  hard  at  work,  probably  leading  the  charge  to  silence  any  other 
potential  whistle-blowers  inside  the  IRS. 

Now,  what  you  will  see  here  over  the  next  few  days  is  not  a show 
and  it  is  not  a media  circus.  What  you  will  see  are  some  incredibly 
brave  Federal  employees  who  do  not  want  to  end  up  where  I am, 
unemployed,  pensionless,  and  bitter.  Seven  years  ago,  another  Con- 
gressional committee  sat  and  heard  testimony  from  IRS  employees 
about  ethical  misconduct  that  reached  to  the  highest  levels  of  the 
IRS. 

Very  quickly,  the  key  points  of  that  investigation  7 years  ago 
were  that  there  has  been  a serious  failure  on  the  part  of  the  IRS 
to  manage  employee  integrity;  wrongdoing  by  IRS  managers  is 
often  ignored  entirely  or  ineptly  investigated;  a pervasive  fear  ex- 
ists among  IRS  employees  that  reported  misconduct  or  cooperated 
in  an  investigation  will  result  in  retaliation  against  them.  A mind- 
set exists  within  IRS  that  seeks  to  preserve  the  agency’s  public 
image  above  all  else. 

Does  any  of  this  sound  familiar?  In  1989  I sat  in  the  audience 
and  I listened.  I never  imagined  that  I would  be  sitting  here,  testi- 
fying to  you  7 years  later.  But  7 years  ago,  after  listening  to  three 
days  of  very  damaging  and  damning  testimony  about  IRS  ethical 
conduct,  Congress  went  home  and  did  nothing. 

If  you  do  that  again,  in  another  7 years,  if  not  before,  we  will 
be  back  here  again.  You  have  an  opportunity  to  make  a difference. 
Please  do  not  let  it  slip  through  your  fingers  or  get  caught  in  dia- 
tribes of  partisan  politics. 

I will  end  very  quickly  here  with  a plea  to  the  American  people 
who  might  be  watching  these  hearings.  I hope  the  people  of  this 
great  country  of  ours  will  take  a moment  to  call  you,  to  write  you, 
to  send  an  e-mail  and  tell  you  how  they  feel  about  what  they  are 
hearing  today,  because  that  is  the  way  for  the  message  to  get 
through.  If  the  message  comes  through  loud  and  clear,  perhaps  this 
will  be  the  last  time  we  have  to  listen  to  the  anguish  of  wronged 
taxpayers. 

I thank  you  very  much. 

The  Chairman.  Thank  you,  Ms.  Davis. 

[Applause.] 

The  Chairman.  The  committee  will  please  be  in  order. 

Mr.  Schriebman? 

STATEMENT  OF  ROBERT  SCHRIEBMAN,  AUTHOR  OF  EIGHT 

BOOKS  ON  IRS  PRACTICES  AND  PROCEDURES,  ADJUNCT 

PROFESSOR  OF  TAX  PRACTICE  AND  PROCEDURE,  UNIVER- 
SITY OF  SOUTHERN  CALIFORNIA  GRADUATE  SCHOOL  OF  AC- 
COUNTING, ROLLING  HILLS  ESTATES,  CA 

Mr.  Schriebman.  Mr.  Chairman,  Senator  Moynihan,  Senators, 
thank  you  for  the  opportunity  to  allow  me  to  express  my  views  on 
the  current  state  of  the  Internal  Revenue  Service. 

I am  going  to  take  a different  tack  here.  I am  a practicing  tax 
attorney  in  the  city  of  Rolling  Hills  Estates,  which  is  a suburb  of 
Los  Angeles.  I have  been  doing  this  for  about  20  years,  and  my 
practice  is  limited  exclusively  to  handling  matters  of  tax  litigation, 
tax  collections,  and  tax  audits.  I represent  people  in  all  walks  of 
life  and  in  all  tax  brackets. 


I am  in  the  trenches  every  day,  eye  to  eye  with  the  IRS,  with 
auditors,  and  tax  collectors.  I am  the  author  of  several  books  on 
IRS  practice  and  procedure.  I have  written  the  first  practitioners’ 
manuals  on  IRS  collection  defense  and  California  collection  defense 
procedures. 

t can  just  correct  for  the  record,  I am  a retired  professor  at 

USL.  Alter  a while,  Mr.  Chairman,  those  students  get  a little 
smarter  than  their  professors,  and  I think  maybe  it  is  time  to 
leave. 

You  know,  Senators,  most  IRS  tax  collectors,  they  are  called  rev- 
enue officers,  and  they  are  distinguished  from  the  tax  auditors  who 
audit  you.  They  are  decent  people,  they  are  overworked  people,  and 
they  have  a heck  of  an  unpopular  job.  But  I believe  that  they  do 
their  utmost  to  follow  the  law  in  the  provisions  of  their  internal 
manual  known  as  the  IRS  Manual. 

-Unfortunately  they  do  not  keep  current  on  changes  within  the 
IKS,  and  very  often  their  internal  libraries  are  seriously  outdated 

Recently  revenue  officers  have  told  me  that  the  IRS  is  adopting 
a get  tough  attitude  toward  tax  collections.  Now,  the  first  Tax- 
payer Bill  of  Rights  that  was  passed  in  1989  did  away  with  the  for- 
mal keeping  of  internal  statistics  on  tax  collections,  but  it  still  ap- 
pears  that  the  only  way  to  really  make  a name  for  yourself  within 
the  collection  division  is  by  the  number  of  seizures  under  your  belt. 

I brought  with  me  today  quite  a horror  story.  It  is  in  the  record 
It  is  m my  formal  opening  remarks.  I have  other  things  to  say  that 
1 think  are  equally  as  important  as  the  horror  story. 

I want  to  point  out  to  you  some  things  that  you  might  not  be 
aware  of  regarding  how  the  IRS  works.  I want  to  make  it  clear  that 
I am  talking  about  dealing  with  the  IRS  on  a day-to-day  basis 
working  with  taxpayers  who  have  problems. 

• ^as  standards  relating  to  allowable  living  expenses 

in  order  to  grant  taxpayers  an  installment  payment  arrangement. 
You  might  be  surprised  to  know  that  a taxpayer  has  absolutely  no 
right  under  the  Code,  even  under  the  first  Taxpayer  Bill  of  Rights, 
no  right  at  all,  to  an  installment  payment  arrangement. 

The  allowable  living  expense  standards  that  the  IRS  sets  out  for 
people  are  really  unrealistic.  They  do  not  take  into  consideration  fi- 
nancial commitments  made  by  people  prior  to  their  becoming  delin- 
quent in  their  taxes. 

These  same  unrealistic  IRS  standards  apply  to  the  cost  of  owning 
and  operating  a car  and  other  essential  living  expenses,  such  as 
food,  clothing,  personal  maintenance.  A taxpayer  is  not  allowed 
educational  expenses  for  a child’s  private  school,  or  religious  school 
education,  or  college  education.  A taxpayer  is  not  allowed,  under 
these  standards,  to  support  his  or  her  place  of  worship. 

These  unrealistic  expense  standards  have  driven  many  taxpayers 
into  unnecessary  bankruptcy.  Now,  in  bankruptcy  they  have  some- 
llefjaii  automatic  stay-  You  get  into  bankruptcy,  that  stops 
the  IRS  cold.  It  is  the  only  guaranteed  way  of  really  stopping  the 
IRS  cold. 

However,  what  is  happening  here  is  you  have  productive  tax- 
payers, solvent  taxpayers,  who  would  otherwise  not  be  in  bank- 
ruptcy but  for  these  unrealistic  expense  standards. 


Now,  this  causes  not  only  myself  by  my  colleagues  around  the 
country  quite  a disturbing  concern,  and  it  appears  that  the  bottom 
line  is  that  the  IRS  would  rather  force  a taxpayer  into  bankruptcy 
than  to  accept  a fair  monthly  installment  payment  arrangement  or 
a settlement  that  is  technically  known  as  an  offering  in  com- 
promise. 

The  IRS  can  take  a taxpayer’s  home  by  just  the  signature  of  the 
district  director  alone.  The  irony  of  that  rule  is  that  it  was  part  of 
the  first  Taxpayer  Bill  of  Rights. 

There  is  no  court  hearing,  there  is  no  notice,  there  is  no  oppor- 
tunity to  litigate  the  merits  of  the  IRS’s  claim.  The  IRS  can  close 
down  a business,  as  Ms.  Davis  said,  and  take  away  a taxpayer’s 
livelihood  by  merely  filing  a few  papers  in  Federal  court.  The  judge 
simply  signs  the  seizure  order.  That  is  all  there  is  to  it.  The  tax- 
payer gets  absolutely  no  notice,  absolutely  no  opportunity  to  con- 
test the  legality  of  the  assessment  that  the  IRS  claims  is  owed. 

In  so  doing  the  IRS  can  commit  perjury  in  these  declarations  and 
they  can  get  away  with  it.  What  is  sad,  is  this  type  of  criminal  con- 
duct seems  to  be  condoned  by  the  tax  collector  supervisors.  To  me 
this  violates  not  only  the  4th  and  5th  amendments  of  our  constitu- 
tion, but  one’s  basic  civil  rights  as  well.  In  other  words,  it  is  just 
plain  not  fair. 

In  order  to  obtain  a court  order  to  close  down  a business  all  that 
is  needed  is  a formal  application  and  a sworn  declaration  that  the 
revenue  officer  followed  a few  specific  procedures  set  forth  by  the 
U.S.  Supreme  Court  in  the  case  known  as  GM  Leasing,  Inc.  vs. 
United  States.  It  is  all  very  secretive.  The  taxpayer  is  never  given 
notice  of  these  proceedings  and  is  never  afforded  an  opportunity  to 
contest  the  merits  of  the  IRS’s  claim. 

The  revenue  officer  simply  obtains  the  seizure  order  represented 
by  the  U.S.  Attorney,  the  judge  signs  the  order,  and  then  the  tax- 
payer is  served  with  the  order  and  must  immediately  vacate  his 
business  premises. 

The  taxpayer’s  only  recourse  is  a long  and  costly  tax  refund  pro- 
cedure which  most  likely  will  wind  up  in  court.  In  the  meantime, 
the  IRS  sells  the  assets  of  the  business  and  the  taxpayer’s  business 
is  gone. 

Some  IRS  auditors  and  tax  collectors  have  taken  the  position 
that  the  Congressional  directives  that  you  have  set  forth  in  the  In- 
ternal Revenue  Code  are  simply  guidelines,  that  they  are  free  to 
accept  or  reject  at  will. 

If  IRS  employees  do  not  follow  the  law  and  if  they  commit  per- 
jury before  Federal  judges,  their  conduct  is  often  condoned  by  their 
superiors,  including  those  at  the  highest  level. 

With  increasing  frequency  I find  that  I have  to  go  over  the  reve- 
nue officer’s  head  to  tbe  manager,  and  over  the  manager’s  head  to 
the  branch  chief.  It  is  getting  increasingly  more  difficult  to  distin- 
guish arrogance  from  bully  tactics  and  over-zealousness.  I do  be- 
lieve that  revenue  officers  are  being  pushed  by  their  superiors  to 
undertake  more  seizures  in  order  to  achieve  promotion  within  the 
system. 

The  examples  that  I have  given  you  today  reflect  a lack  of  ac- 
countability within  the  system,  to  the  taxpayer,  to  the  American 
people,  and  reflect  an  institutional  arrogance. 


This  is  especially  true  in  exceptional  situations  where  a rogue  or 
renegade  tax  collector  throws  aside  the  Code,  throws  aside  the  In- 
ternal Revenue  Manual  in  order  to  achieve  self-promotion  and  rec- 
ognition by  his  or  her  superiors. 

Now,  I have  a few  suggestions  for  improvement  of  IRS  and  for 
improvement  of  taxpayer  rights.  If  you  will  look  at  the  letters  IRS, 
they  stand  for  Internal  Revenue  Service,  Service,  Service.  We  are 
not  getting  the  kind  of  service  as  we  should  for  our  money  these 
days. 

Taxpayer  abuse  is  not  going  to  stop  by  just  putting  in  new  high- 
tech  computer  systems.  While  electronic  technology  is  very  impor- 
tant and  it  is  necessaiy,  we  have  to  keep  in  mind  that  these  are 
just  machines  and  machines  can  further  widen  the  distance  and  al- 
ienate the  American  people  from  their  government. 

Creating  a new  Board  of  Governors  who  will  sit  in  their  insu- 
lated ivory  towers  is  not  the  answer  either,  a wheel  within  a wheel, 
a bureaucracy  within  a bureaucracy.  We  need  something  respon- 
sive to  people’s  problems  now,  when  they  are  in  the  field,  when 
they  have  them. 

So  what  I suggest,  Mr.  Chairman,  is  to  put  some  real  teeth  into 
the  Taxpayer  Bill  of  Rights.  Of  primary  importance,  Mr.  Chairman, 
the  IRS  should  not  be  allowed  to  take  any  property  of  any  kind 
from  a taxpayer  without  notice  and  an  opportunity  for  that  tax- 
payer to  be  heard. 

The  IRS  should  pay  damages,  not  only  when  its  agents  violate 
the  written  provisions  of  the  Internal  Revenue  Code.  That  is  the 
way  things  are  now.  But  they  should  also  pay  damages  for  violat- 
ing internal  procedures  of  their  own  manuals.  They  should  also  pay 
punitive  damages  if  they  violate  taxpayers’  rights. 

A taxpayer  should  be  allowed  a change  of  IRS  auditor  or  a collec- 
tor for  reasonable  cause.  Right  now,  it  is  impossible.  If  you  are  not 
getting  along  with  your  collector  or  your  auditor,  you  feel  there  are 
problems,  a personality  conflict,  you  are  going  to  have  a hard  time 
to  make  a change.  It  is  just  not  going  to  happen.  They  are  not 
going  to  allow  it. 

What  is  needed  is  an  external  check  and  balance  system  where 
a taxpayer  can  afford  to  be  heard  without  first  having  to  pay  what 
the  IRS  says  is  owed.  Collection  activity  must  immediately  stop 
until  the  issue  is  heard  and  ruled  upon,  a forum  where  the  burden 
of  proof  is  shifted  to  the  IRS,  instead  of  the  way  things  are  now 
where  taxpayers  are  presumed  guilty  until  proven  innocent. 

May  I respectfully  suggest  the  institution  of  an  independent  ad- 
ministrative system  of  review  of  IRS  collection  and  audit  activities 
before  they  are  allowed  to  be  implemented.  Taxpayers  should  be  al- 
lowed to  appeal  IRS  action  to  an  administrative  law  judge  and,  if 
necessary,  appeal  that  judge’s  decision  to  an  Administrative  Ap- 
peals Board.  If  that  is  too  expensive,  let  us  use  the  Tax  Court.  If 
that  is  too  expensive,  let  us  get  some  practitioners  out  there  who 
will  act  as  arbitrators. 

In  conclusion,  let  me  say  that  not  all  people  who  owe  the  IRS  de- 
serve a kinder  and  gentler  hand.  Some  of  these  people  need  a fist. 
Some  do  not  take  their  obligations  seriously,  but  most  people  do. 
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What  we  want  is  a level  playing  field.  We  want  some  respect, 
that  is  all.  That  is  the  bottom  line,  respect  for  our  laws,  our  courts, 
and  our  constitution. 

Thank  you  for  the  opportunity  to  address  the  Senate. 

The  Chairman.  Thank  you,  Mr.  Schriebman. 

[The  prepared  statement  of  Mr.  Schriebman  appears  in  the  ap- 
pendix.] 

The  Chairman.  Mr.  Burnham? 

STATEMENT  OF  DAVID  BURNHAM,  AUTHOR  OF  “A  LAW  UNTO 

ITSELF:  POWER,  POLITICS  AND  THE  IRS”;  CO-DIRECTOR, 

TRANSACTIONAL  RECORDS  ACCESS  CLEARINGHOUSE;  ASSO- 
CIATE RESEARCH  PROFESSOR,  SYRACUSE  UNIVERSITY’S 

NEWHOUSE  SCHOOL  OF  PUBLIC  COMMUNICATION,  WASH- 
INGTON, DC 

Mr.  BURNHAM.  Mr.  Chairman  and  members  of  the  committee, 
thank  you  very  much. 

I would  like  to  begin  by  commending  this  committee  for  having 
this  hearing.  At  the  same  time,  I would  like  to  pick  up  on  Senator 
Moynihan’s  remarks  yesterday  that  this  is  the  first  time  that  the 
Senate  Finance  Committee  has  had  an  oversight  hearing  in  the  21 
years  that  he  was  with  it. 

I believe,  actually,  it  is  the  first  time  that  the  Senate  Finance 
Committee  has  ever  had  a full  hearing  on  oversight.  I think,  if  you 
think  about  that  and  you  think  about  the  impact  of  this  agency  on 
the  American  people,  that  this  is  not  a great  moment  in  the  Sen- 
ate’s history.  I think  it  is  a really  serious  problem. 

The  record  clearly  demonstrates  that  the  lack  of  effective  over- 
sight of  the  Internal  Revenue  Service  by  Congress,  the  courts,  news 
organizations,  tax  practitioners,  and  other  concerned  individuals 
has  done,  I think,  grievous  harm  to  the  American  people  for  many 
years. 

While  it  is  now  a worn  cliche,  it  nevertheless  remains  a basic 
truth:  the  price  of  liberty  is  eternal  vigilance;  you  have  to  keep 
looking  at  large,  powerful  institutions  all  the  time. 

Because  we,  all  of  us,  have  failed  to  hold  the  IRS  accountable, 
I believe  the  agency  has  often  operated  in  an  abusive,  sloppy,  unre- 
sponsive, improperly  political,  and  occasionally  corrupt  ways. 

The  IRS’s  continuing  problems  are  dangerous  to  the  Nation  for 
two  reasons.  First,  a badly  managed  agency  does  not  collect  as 
much  as  might  be  expected  of  the  relatively  small  but  still  signifi- 
cant portion  of  Federal  taxes  that  are  owed  by  non-complying  tax- 
payers. 

The  second  cost  is  harder  to  measure,  but  probably  much  more 
important.  A badly  managed  agency  is  unfair.  Substantial  numbers 
of  individual  citizens  are  radically  subject  to  wrongful  actions.  Such 
treatment  contributes  to  a corrosive  public  cynicism  that  under- 
mines public  confidence  in  the  government  in  a dangerous  way.  We 
are  now  seeing  some  of  this  around  the  country,  this  cynicism. 

My  belief  that  strong  oversight  can  have  a positive  impact  on 
government  is  not  theoretical.  It  is  based  on  my  direct  experience. 
As  a reporter  who  has  investigated  large,  powerful  bureaucracies 
like  the  New  York  City  Police  Department,  the  National  Security 
Agency,  the  FBI,  and  the  IRS  for  the  last  30  years,  I have  seen 


CeKiam  e?amPIfs  where  public  exposure  of  serious  gov- 
ernment problems  have  led  to  genuine  improvements  in  govern- 
ment operations.  This  can  be  done. 

.,  Th®  IRS.  °f  course,  is  the  subject  of  the  committee’s  hearings  not 
the  New  York  City  Police  Department.  More  than  10  years ^go  I 
,.eg??  pn  lnve®tl.gatlve  b°ok  and  published  it  called  “A  Law  Unto 
Itself.  Power,  Politics  and  the  IRS.”  I found  quota  systems,  I found 
horror  stones  I found  all  of  the  stuff  that  you  are  going  to  be  see 
ing  in  the  next  day  or  two.  It  was  all  there.  8 

The  book  is  unique,  I do  not  think  anyone  has  written  like  it  and 
was  praised  by  many  people,  including  Fred  Goldberg  the  IRS 
commissioner  at  the  time.  He  surprised  me  by  telling^  national 
audience  that  my  entique  of  the  agency  had  got  it  right 
Kn^r  • 3PiSj°  j6  r®a®on  Commissioner  Goldberg  did  not  condemn  my 
book,  is  I did  not  heap  blame  on  the  Bush  Administration.  My  re- 

S isa  a fifes*  fefg 

E2hrSb^tt,RepUbliCa"  De“‘'  •"*  back 

Wf  Uhe  doCli?lents  t.ha.t  1 laoked  through  I found  examples.  Her- 
bert  Hoover.  He  was  irritated  at  the  criticism  of  his  budget-cutting 

havp  tLbF ta6  I?avy  Lfague’  a .conservative  group  that  wanted  to 

^er  vot  theeFR?InFfn>,  ^QCOftmUe  the  ^ So  Herbert  Hoo- 
/Bl  k fcb£  IRS  to  investigate  the  Navy  League.  They 

* nkHnTM  4 Whp  th*  ^tnbutors  were,  they  went  after  them. 
hiS  h T Roosevelt  regularly  used  the  IRS  as  a political 
„ He  ordered  the  agency  to  mobilize  its  enforcement  pow- 

fP  against  former  Treasury  Secretary  Mellon,  Senator  Huey  Long, 
the  singer  Paul  Robeson,  the  Republican  representative  and  neigh- 
bor  Hamilton  Fish,  Father  Charles  Coughlin,  and  many  other!  I 

ben?,V„ebepWaS;h!  ?phampi0,n  abus,er  of  the  .IRS,  from  my  record. 
TRqUnng  President  Trumans  watch,  a massive  and  long-festering 
IRS  corruption  scandal  erupted,  during  which  hundreds  of  agency 
officials  and  agents  were  implicated,  including  one  Treasury  Sec- 
retary  one  Commissioner,  one  Assistant  Attorney  General  The  As- 
sistant Attorney  General  went  to  jail  for  corruption,  taking  a bribe 
A good  number,  hundreds  of  agents  were  convicted  and  sent  to 
prison  in  that  period. 

.,  WjpVhe  fuH  knowled§®  of  President  Kennedy  and  his  brother, 
the  IKS  commissioner  of  that  administration  established  a program 
to  go  after  extremist  organizations.  8 

Although  memos  describing  the  program  said  the  extremists  of 
concern  were  on  both  the  right  and  left,  it  appears  that  all  those 
that  lost  their  tax-exempt  status  in  connection  with  this  program 

PresidentldamentabSt  conservatives  who  had  been  criticizing  the 

President  Nixon,  among  other  abuses,  established  the  SSS,  which 
we  all  know  about.  It  was  going  after  dissident  groups  and  individ- 

U3lS. 

During  the  Reagan  years,  the  IRS  forgot  the  lessons  of  corruption 
and  there  was  a mini-ground  swell  of  really  quite  widespread  cor- 
rupt1?0 in  offices  in  Los  Angeles,  Philadelphia,  and  Chicago. 

nnt  17D12ay  not  .at  brst  be  obvious  to  you,  my  point  here  is 

not  that  the  -RS  is  inevitably  a corrupt  and  badly  run  organization. 


On  the  contrary,  growing  out  of  the  exposure  of  the  problem  of  both 
the  Truman  and  Nixon  Administrations  came  periods  of  serious 
public  concern  and  genuine  reform.  This  can  be  done  with  serious 
oversight. 

Now,  one  reason  there  is  not  good  oversight,  it  seems  to  me,  is 
that  there  is  not  very  much  good  information  about  what  the  agen- 
cy is  doing.  I think  Congress,  the  news  media,  and  even  the  GAO 
do  not  look  with  sufficient  rigor  at  what  this  agency  is  doing. 

In  1989,  I got  interested  in  and  formed  an  organization  that  is 
a part  of  Syracuse  University,  and  we  use  the  Freedom  of  Informa- 
tion Act  and  we  get  internal  administrative  data  tapes  out  of  the 
agency  and  we  examine  them,  we  add  Census  data,  and  then  re- 
cently we  have  been  putting  this  up  on  the  World  Wide  Web  so 
that  citizens  all  over  the  country  and  news  organizations,  and  Con- 
gress, you  can  look  at  what  you  are  doing. 

Now,  that  does  not  sound  very  interesting,  but  let  me  give  you 
a couple  of  examples  of  the  data.  I think  it  fits  into  the  horror  sto- 
ries that  you  are  going  to  be  hearing.  It  is  going  to  show  you  a er- 
ratic enforcement,  cowboys,  districts  going  off  and  doing  what  they 
want  to  do. 

From  1980  to  1995,  IRS  criminal  enforcement  underwent  a dra- 
matic shift  in  emphasis.  That  is  during  the  Reagan,  Bush,  Clinton 
years.  During  this  period  in  1980,  three-quarters  of  all  IRS  pros- 
ecutions were  aimed  at  individuals  accused  of  traditional  tax  crime, 
like  failure  to  file,  filing  a fraudulent  return. 

By  1995,  less  than  half  of  the  IRS  prosecutions  were  going  after 
traditional  tax  violations.  The  IRS  had  moved  into  money  launder- 
ing, drugs,  and  other  criminal  things. 

Now,  while  one  can  argue  that  drugs  is  more  important  than  tax 
cheating,  one  could  also  say,  why  is  the  DEA  not  doing  that,  why 
is  the  IRS  not  concentrating  on  the  collection  of  taxes;  is  that  not 
its  responsibility? 

Second,  from  1988  to  1995,  civil  audit  rates  of  non-business  tax- 
payers with  over  $100,000  declined  by  a factor  of  four.  The  percent- 
age of  taxpayers  over  $100,000  has  declined  by  a factor  of  four  from 
1988  to  today.  The  percent  of  taxpayers  being  audited  at  $25,000, 
at  $50,000,  has  doubled. 

Why  is  the  IRS  auditing  fewer  and  fewer  $100,000,  wealthy  peo- 
ple, upper  middle  class  people,  you  can  define  tbem  as  you  want, 
and  doing  more  relatively  less  affluent  is  the  question.  I do  not 
know  the  answers,  but  it  is  a very  good  policy  question.  The  Ways 
and  Means  Committee  ought  to  be  asking  it,  the  newspapers  ought 
to  be  asking  it,  and  they  are  not. 

I can  give  you  a lot  more  example  about  the  IRS  performance 
that  raised  questions  about  erratic  enforcement,  about  the  median 
sentence  if  you  are  convicted  of  a tax  crime  in  one  city  is  60 
months,  the  median  sentence  in  New  York  City  is  zero  months  for 
tax  fraud.  Why  are  we  allowing  this  erratic  enforcement  effort  to 
go  on?  I think  it  is  unnecessaiy.  I think  if  we  pay  attention  to  it 
we  can  make  this  agency  work. 

I think  you  need  an  IRS,  I think  you  need  a New  York  Police  De- 
partment, but  it  has  got  to  be  held  accountable.  The  hard  numbers 
are  there,  the  good  questions  are  there.  All  that  has  been  lacking 
are  a skeptical  group  of  Congressional  committees,  reporters,  schol- 


ars, and  tax  practitioners  willing  to  invest  the  time  and  energy  to 
understand  the  numbers  and  to  ask  the  questions. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Burnham  appears  in  the  appen- 
dix.] 

The  Chairman.  Thank  you,  Mr.  Burnham. 

We  will  now  open  the  panel  to  questions  from  the  members. 

Let  me  ask  you  this  question,  Ms.  Davis.  You  worked  as  an  histo- 
rian for  how  many  years? 

Ms.  Davis.  Just  over  7 and  a half.  Well,  it  was  16  years  as  a Fed- 
eral historian,  9 years  for  the  Department  of  Defense,  then  7 and 
a half  for  the  IRS. 

The  Chairman.  In  what  other  divisions  or  departments  did  you 
serve? 

Ms.  Davis.  Other  than  the  IRS?  I worked  for  9 years  in  the  De- 
partment of  Defense.  Most  of  those  years  were  with  the  United 
States  Air  Force,  and  then  a couple  of  years  with  the  Defense  Map- 
ping Agency,  one  of  the  intelligence  agencies  of  the  government. 

The  Chairman.  Did  you  have  similar  problems  in  the  Defense 
Department? 

Ms.  Davis.  Oh,  absolutely  not.  In  fact,  I brought  with  me  those 
years  of  experience.  The  Defense  Department,  for  all  of  its  other 
troubles,  has  a tremendous  sense  of  the  value  of  understanding  its 
past  and  preserving  its  documents. 

One  of  the  things  I like  to  point  out  to  people  is  that,  although 
we  may  hear  complaints  about  government  secrecy,  and  Senator 
Moynihan  is  very  familiar  with  those  and  there  is  a serious  prob- 
lem with  that,  I did  see,  perhaps,  a tendency  in  the  Defense  De- 
partment to  take  that  rubber  stamp,  Top  Secret,  Top  Secret,  Top 
Secret,  over  and  over  again  on  documents  that  might  not  nec- 
essarily merit  that. 

There  is  a problem  with  over-classification.  But  there  is  a huge 
difference  between  what  I saw  in  my  years  with  the  Department 
of  Defense  and  what  I saw  at  the  IRS.  There  is  a huge  difference 
between  putting  a Top  Secret  stamp  on  a piece  of  paper  to  withhold 
it  from  the  American  people,  from  the  media,  from  Congress  for  a 
period  of  time  and  simply  shredding  everything. 

That  was  what  I found  most  shocking  at  the  IRS,  and  it  took  me 
really,  I would  say,  probably  a year  and  a half  into  my  tenure  to 
really  believe  this  was  happening.  I spent  the  first  period  of  time 
saying,  I am  just  not  asking  the  right  people,  I am  not  looking  in 
the  right  places,  because  I,  myself,  could  not  believe  that  one  of  our 
government  agencies  had  literally  shredded  its  entire  paper  trail. 
But  that  was  what  was  going  on,  because  nobody  was  looking. 

The  Chairman.  Let  me  ask  you  this  question.  As  you  I know  ap- 
preciate, the  privacy  laws,  of  course,  as  you  indicated,  are  used  to 
protect  the  IRS  from  scrutiny.  On  the  other  hand,  we  do  have  a re- 
sponsibility to  protect,  I am  sure  you  will  agree,  the  rights  of  tax- 
payer privacy.  So  how  do  we  change  the  law  to  make  the  IRS  more 
accountable,  and  yet  at  the  same  time  protect  the  privacy  of  the 
American  citizen? 

Ms.  Davis.  I appreciate  that  question  because  it  gets  to  the  heart 
of  part  of  the  legislation  that  is  currently  pending  before  Congress. 
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One  of  the  problem  is,  the  section  of  the  Internal  Revenue  Code 
that  includes  the  privacy  protections  is  Section  6103.  Currently, 
there  is  no  provision  in  that  part  of  the  Code  which  would  allow 
the  National  Archives,  which  is  the  repository  for  the  documents  of 
our  entire  Federal  Government,  whether  they  be  from  the  CIA  or 
the  IRS,  whatever  it  might  be,  those  records. 

While  the  National  Archives  is  permitted  to  hold  and  review  and 
store  documents  from  every  other  agency  of  our  Federal  Govern- 
ment, the  IRS  has  stood  fast  and  firm  in  saying,  without  an  exemp- 
tion, the  National  Archives  cannot  even  look  at  our  documents  to 
evaluate  whether  or  not  they  are  historical. 

Now,  the  problem  that  I did  see,  and  I saw  evidence  of  this  and 
this  is  actually  what  led  to  my  resignation  from  the  IRS,  is  that 
the  IRS  claims  that  material  that  simply  does  not  contain  any  tax- 
payer information,  any  6103  information,  does  contain  such  infor- 
mation. 

The  problem  is,  there  is  no  one  but  the  IRS  to  look  at  what  is 
true.  You  have  the  National  Archives  able  to  look  at  Top  Secret  in- 
formation from  other  government  agencies  to  store  it,  to  protect  it, 
but  they  cannot  look  at  IRS  records  to  determine  whether  or  not 
it  should  be  protected,  it  should  be  saved. 

There  is  a provision  in  the  legislation  that  came  out  of  the  Com- 
mission on  Restructuring  the  IRS  to  allow  the  National  Archives  to 
have  that  access,  and  I think  it  is  paramount  that  that  section  of 
the  law,  at  least,  be  passed. 

I have  problems  with  other  parts  of  that  legislation,  but  that  par- 
ticular section,  I think,  is  the  most  important  because  until  we 
start  having  access  to  the  information  and  stop  allowing  the  IRS 
to  control  that  access  and  to  claim,  wrongly,  that  everything  they 
do  has  taxpayer  information,  nothing  will  change. 

The  Chairman.  Mr.  Schriebman,  I agree  with  you  when  you  talk 
about  the  importance  of  protecting  the  taxpayer,  having  the  right 
to  be  heard,  and  an  opportunity  to  participate  in  this  process  before 
his/herbusiness,  his/her  residence  is  seized. 

How  do  you  believe  that  Congress  can  protect  taxpayers’  rights 
when  it  comes  to  IRS  seizures? 

Mr.  Schriebman.  There  is  a provision  in  the  Internal  Revenue 
Code,  Mr.  Chairman,  I think  it  is  Section  7402,  that  gives  a Fed- 
eral judge  the  right  to  sign — in  fact,  I brought  it  with  me.  If  you 
would  like,  I can  just  read  it.  It  is  very  short.  It  says  basically  they 
can  sign  any  writs,  any  kind  of  orders. 

But,  you  see,  we  have  got  to  work  within  the  framework  of  the 
4th  and  5th  amendments  here.  I think  that  was  troubling  the  Su- 
preme Court  in  the  GM  Leasing  case  back  in  1975.  But  if  you  have 
this  section  here,  7402  has  to  be  amended  to  make  it  clear  that  the 
word  “writs”  where  it  says,  “shall  make  and  issue  civil  actions, 
writs,  and  orders  of  injunction,”  no  ex  parte  writs. 

This  is  the  problem.  You  have  got  these  ex  parte  writs  where  all 
the  revenue  officer  has  to  do  is  knock  on  the  taxpayer’s  door  and 
say,  hi,  I am  here  to  close  you  up;  are  you  going  to  let  me  do  it 
voluntarily,  or  am  I going  to  have  to  get  a court  order? 

Well,  if  the  taxpayer  has  any  sense  at  all  he  says,  I am  not  going 
to  let  you  come  in  here  voluntarily.  So  the  revenue  officer  says,  all 
right,  I have  to  get  a court  order.  It  takes  about  three  or  four 


weeks  to  get  this  order.  But  what  is  involved  in  it?  Very  little.  The 
U.S.  Attorney's  Office  prepares  a document  called  an  “application,” 
and  cites  some  standard  legalese. 

But  the  heart  of  it  is  the  revenue  officer’s  “declaration,”  and  that 
declaration  says  that  on  a certain  date  I went  to  the  taxpayer,  I 
asked  the  taxpayer  if  I could  enter  and  seize  the  business  premises, 
the  taxpayer  said  no;  ergo,  your  Honor,  I want  my  writ. 

The  judge  does  not  see  anything  else  but  these  two  pieces  of 
paper.  I do  not  know  any  judge  that  does  not  sign  those  things.  I 
do  not  know  any  judge  that  says,  “Wait  a minute.  I want  to  talk 
to  that  taxpayer.  I want  to  see  if  you  are  right  here.  I want  to  see 
if  the  taxpayer  owes  what  you  say  is  owed.  I want  to  see  if  the  as- 
sessment that  underlies  this  bill  is  correct  here,  Mr.  U.S.  Attor- 
ney.” No,  the  judge  just  rubber  stamps  it  and  the  taxpayer’ s busi- 
ness is  gone.  What  I would  like  to  see,  is  that  this  cannot  happen. 

I want  to  see  notice  being  given  to  the  taxpayer,  I want  to  see 
a certain  date  set  in  court  for  the  taxpayer  to  argue  the  merits  of 
the  assessment.  If  the  taxpayer  does  not  want  to  exercise  those 
rights,  that  is  up  to  the  taxpayer,  but  at  least  he  has  them.  He 
does  not  have  that  now,  Senator. 

Then  when  you  read  the  Code,  you  read  Section  6334(e)  of  the 
Code  where  it  says  the  District  Director  can  take  somebody’s  house 
by  just  his  signature.  How  would  you  like  it?  How  would  you  like 
to  have  a situation  where,  let  us  say  the  computer  sent  you  a bill. 

You  say,  “I  do  not  owe  this  money.”  And  you’re  right,  but  the 
computer  does  not  answer  and  people  do  not  answer.  One  day  a 
revenue  officer  shows  up  and  says,  “Say,  Mr.  Roth,  when  are  you 
going  to  pay  this  bill?”  You  say,  “I  do  not  owe  this  bill.”  “Well,  Mr. 
Roth,  that  is  not  my  problem.  I have  got  a collection  notice  here 
that  says  you  owe  this  bill.  Now,  when  are  you  going  to  pay  it?” 
You  say,  “I  am  not  going  to  pay  it.”  Mr.  Roth,  he  says  “I  am  sorry, 
but  I am  going  to  have  to  ask  the  District  Director  to  take  your 
home.  That  is  all.” 

I do  not  know  of  a District  Director  who  does  not  sign  the  ap- 
proval. I have  not  seen  a case  yet  where  the  District  Director  says, 
“Hey,  wait  a minute,  let  us  see  what  is  going  on  here  before  we 
take  somebody’s  home.” 

That  does  not  happen,  at  least  not  in  the  Los  Angeles,  Southern 
California  area  where  I am,  or  other  areas,  because  I get  calls  from 
all  over  the  country  from  practitioners  asking  for  help.  I have  never 
seen  one  case  yet  where  the  District  Director  said,  “Whoa,  let  us 
back  up  here.”  That  is  the  problem  we  have. 

The  CHAIRMAN.  I am  going  to  ask  the  witnesses  today  to  please 
be  as  concise  as  possible  in  your  answers,  because  we  have  a full 
day  and  we  want  to  get  as  many  witnesses  as  possible. 

Mr.  Schriebman.  I am  sorry,  Senator.  I get  a little  carried  away 
by  this  issue.  If  I have  an  agenda  here  today,  I think  this  is  it. 

The  Chairman.  I appreciate  that. 

Mr.  Burnham,  you  make  the  very  serious  charge  that  increas- 
ingly the  taxpayer  that  is  audited  is  the  middle  class  or  low  income 
one,  increasingly  less  for  those  over  $100,000.  Why  do  you  think 
that  is  the  case? 


48 


49 


f 


Mr.  BURNHAM.  One  part  of  the  answer,  Mr.  Chairman,  is  that 
the  number  of  taxpayers  over  $100,000  has  gone  up  considerably 
in  this  period,  so  the  percent  goes  down.  That  is  part  of  the  answer. 

However,  it  is  still  fact  that  the  percentage  of  people  over 
$100,000  being  audited  has  gone  down  a factor  of  four.  They  seem 
to  be  putting  their  effort  on,  as  I understand  it,  the  tax  credit  that 
was  given  for  the  people  whose  income  is  very  low,  and  there  ap- 
parently was  a lot  of  fraud  there.  Well,  if  you  are  going  to  put  a 
lot  of  effort  into  one  area  you  do  not  have  people  to  do  another 
area. 

So  there  are  some  good  reasons,  explanations  for  this,  which 
would  be  worth  asking  the  IRS.  The  IRS  does  not  really  speak  to 
me  very  much  when  I come  to  them  with  this  data.  However,  it 
also  is  true  that  the  number  of  taxpayers  being  over  $100,000  who 
are  having  face-to-face  audits  is  just  off  the  map.  It  has  really  just 
gone  off  the  chart. 

I think  that  really  may  be  a problem  in  long-term  compliance.  I 
think  you  need  some  auditing  going  on.  An  increasing  percentage 
of  the  audits  for  those  over  $100,000  are  those  done  out  of  the  serv- 
ice centers  where  they  just  sort  of  check  the  documents. 

It  is  a good  question.  Is  it  policy?  Did  the  Bush  Administration, 
the  Clinton  Administration,  say  we  want  to  go  easy  on  wealthy  tax- 
payers? I do  not  know.  I cannot  get  that  answer.  You  can  get  the 
answer. 

The  Chairman.  We  will  wait  and  see.  Well,  my  time  is  up. 

Senator  Moynihan? 

Senator  Moynihan.  I will  take  the  liberty,  Mr.  Chairman,  of  pre- 
dicting you  will  not  get  the  answer.  We  have  had  wonderful  testi- 
mony from  a very  thoughtful,  scholarly  panel.  I am  going  to  take 
the  liberty,  if  I may,  and  ask  the  indulgence  of  my  colleagues  to 
read  you  a passage  on  the  subject  of  secrecy,  which  you  have  all 
raised  on  one  level  or  another. 

It  says,  “Every  bureaucracy  seeks  to  increase  the  superiority  of 
the  professionally  informed  by  keeping  their  knowledge  and  inten- 
tions secret.  Bureaucratic  administration  always  tends  to  be  in  ad- 
ministration secret  sessions  insofar  as  it  can. 

It  hides  its  knowledge  from  action  and  from  criticism.  The  pure 
interest  of  the  bureaucracy  in  power,  however,  is  efficacious  far  be- 
yond those  areas  where  purely  functional  interests  make  for  se- 
crecy. 

The  concept  of  the  official  secret  is  the  specific  invention  of  bu- 
reaucracy, and  nothing  is  so  fanatically  defended  by  the  bureauc- 
racy as  this  attitude  which  cannot  be  substantially  justified  beyond 
those  specifically  qualified  areas. 

In  facing  a parliament,  the  bureaucracy,  out  of  sheer  power  in- 
stinct, fights  every  attempt  of  the  parliament  to  gain  knowledge  by 
means  of  its  own,  from  experts,  or  from  interest  groups.” 

Mr.  Burnham.  Amen. 

Ms.  Davis.  Hear!  Hear! 

Senator  Moynihan.  All  right.  Come  on,  Mr.  Schriebman,  you 
were  an  adjunct  professor.  Who  wrote  that?  Max  Weber.  In 
Wirtschaft  and  Gesellschaft,  published  after  his  death  in  1920. 
Weber  was  a German  professor,  and  I see  my  friend  nodding  down 
there,  Dr.  Gramm.  He  probably  wrote  this  before  the  war.  He  was 


describing  the  appearance  of  bureaucracy  in  Wilhemite  Germany. 
This  is  the  nature  of  this  beast.  If  we  do  not  pursue  it,  it  will  keep 
to  its  organizational  instincts. 

Mr.  Burnham.  Excuse  me.  It  will  pursue  you. 

Senator  Moynihan.  Yes,  it  will  pursue  you. 

Mr.  Burnham.  You  do  not  pursue  it. 

Senator  Moynihan.  I could  not  more  agree.  Sir,  do  you  realize 
the  list  of  people  you  read  off  to  us  about  this  organization  and  its 
secrets,  Herbert  Hoover  checking  out  the  Navy  League,  every  one 
100  percent  Republican,  but  getting  the  IRS  to  find  out  if  they  had 
paid  their  bills;  Franklin  Roosevelt  checking  out  Huey  Long. 

When  an  executive  starts  using  the  IRS  to  check  out  a Senator, 
Senators  better  pay  attention  or  they  will  not  be  Senators  long.  I 
mean,  there  is  a real  institutional  problem  here.  Do  you  recognize 
it? 

Mr.  Burnham.  It  is  an  institutional  problem.  I mean,  the  reality 
is  that  the  bureaucracies  in  this  town  are  responsive  to  the  Presi- 
dent in  power,  and  they  are  supposed  to  be.  I mean,  the  problem 
is,  they  are  supposed  to  be,  up  to  a point.  That  is  why  you  elect 
a President.  But  it  is  so  easy  to  go  over  the  line,  and  we  do  go  over 
the  line. 

Historically,  we  have  gone  over  the  line  over  and  over  again.  You 
have  to  give  them  discretion.  You  cannot  make  rules.  You  cannot 
prevent  this  from  happening,  if  you  are  going  to  have  an  IRS.  But 
you  have  got  to  have  oversight.  That  is  the  only  thing,  you  have 
to  have  oversight. 

Senator  Moynihan.  We  have  to  have  oversight.  You  have  to  have 
some  sunlight. 

Mr.  Burnham.  And  break  up  the  secrecy. 

Senator  Moynihan.  Break  up  the  secrecy. 

Mr.  Burnham.  Yes. 

Senator  Moynihan.  You  have  to  fight  against  it.  You  cannot 
issue  a rule  that  says,  no  more  secrecy,  or  not  too  much  secrecy, 
then  turn  your  back,  because  it  will  come  right  back  at  you;  is  that 
not  right? 

Mr.  Burnham.  Yes. 

Ms.  Davis.  That  is  right.  It  is  important  to  realize  that  all  of  the 
examples  that  Mr.  Burnham  is  giving,  the  evidence  for  those  does 
not  come  from  IRS  records,  it  comes  from  records  that  he  ferreted 
out  out  of  other  historical  files,  Presidential  libraries,  other  things, 
but  not  IRS.  If  you  think  about  it,  think  about  what  the  American 
people  would  think  if  we  had  no  records  at  all  from  the  Department 
of  Defense  for  this  entire  century. 

We  would  have  no  records  of  World  War  II,  the  Cold  War,  World 
War  I,  the  growth  of  the  defense  industry,  any  of  the  Secretaries 
of  Defense  and  their  decisions.  I think  there  would  be  a massive 
public  outcry.  CIA.  We  have  access  to  CIA  records  many  years 
later. 

Senator  Moynihan.  We  have  mostly  access  to  CIA  records  that 
are  found  in  Moscow.  [Laughter.] 

Ms.  Davis.  Right.  This  is  true.  I will  not  disagree  on  this.  But 
it  is  just  amazing.  You  go  looking  for  the  records  of  IRS  commis- 
sioners. In  my  years  at  the  Department  of  Defense,  what  an  histo- 
rian does,  is  you  go  and  you  research  the  records  of  the  Secretary 
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of  Defense,  or  the  Secretary  of  the  Air  Force,  or  whomever  it  might 
be,  and  you  gain  all  sorts  of  insights  from  even  scribbles  in  the 
margins,  drafts  of  documents,  what  the  chief  in  charge  of  the  agen- 
cy did. 

There  is  not  a single  collection  of  records  from  any  IRS  commis- 
sioner ever,  from  1862  to  the  present,  in  the  National  Archives,  so 
all  that  evidence  that  Mr.  Burnham  is  talking  about  comes  from 
other  sources.  He  is  a very  diligent  researcher  and  it  is  very  hard 
work  to  find  evidence  of  what  the  IRS  does.  We  do  not  know  what 
the  commissioner  is  writing,  we  do  not  know  what  the  commis- 
sioners are  thinking,  because  they  have  gotten  away  with  shred- 
ding everything. 

Mr.  Burnham.  Senator  Moynihan,  the  story  about  the  Kennedy 
years.  I went  to  visit  a lawyer  in  this  town  who  had  worked  for  the 
IRS  commissioner  at  that  time  and  he  had  the  copy  of  the  memo- 
randum describing  this  attack  on  the  dissident  groups,  and  he  was 
afraid  to  give  it  to  me  because  of  the  privacy  laws. 

But  I came  into  his  office  and  he  said,  well,  I have  to  go  out  for 
lunch.  He  went  out  for  lunch,  and  I assumed  that  he  was  letting 
me  look  at  these  documents,  so  I looked  at  them. 

One  of  them  was  a memorandum  describing  this  attack  on  dis- 
sident groups,  and  up  in  the  left-hand  corner  there  was  a hand- 
written scribble  saying,  “The  President  called  and  says  full  steam 
ahead,”  in  handwritten  note.  So  this  was  approved  by  the  Presi- 
dent. 

Senator  Moynihan.  Mr.  Chairman,  I have  nothing  further  to  say. 
We  had  better  start  institutionalizing  oversight,  and  I think  a little 
history  of  what  we  have  heard  today  would  do  no  harm. 

I think  that  is  what  we  have  investigators  for,  and  that  is  what 
we  have  a Department  of  Justice  for,  but  it  is  a bureaucracy  too. 
I worry  about  that.  You  solve  the  details,  I have  set  down  the  the- 
ory. Phil  Gramm  can  do  the  rest. 

The  Chairman.  We  will  call  on  Senator  Grassley,  next. 

Senator  Grassley.  I want  to  dwell  on  just  a little  bit  of  history, 
because  I hear  so  much  of  it  being  repeated  in  these  hearings. 
When  I conducted  oversight  hearings  of  the  Defense  Department 
and  the  Justice  Department  in  the  1980’s,  I,  by  the  way,  had  near 
unanimous  support  from  members  of  the  Democratic  party  to  do 
that.  They  obviously  enjoyed  seeing  me  as  a Republican  overseeing 
agencies  headed  by  members  of  my  own  party. 

Those  Democrats  thought  that  oversight  was  very  important, 
very  necessary,  and  very  antiseptic  back  then.  My  Republican  col- 
leagues at  the  time  defended  those  agencies.  They  saw  that  as 
their  obligation,  since  an  administration  of  their  own  party  was 
being  attacked.  I viewed  it  differently,  from  my  perspective  of  my 
constitutional  responsibilities. 

Here  are  some  examples  of  how  my  Republican  colleagues  de- 
fended Reagan  Administration  mismanagement  practices  back 
then.  You  would  hear  accusations  that  all  I was  doing  was  defense 
bashing,  or  the  excuse  was  that  the  real  problem  was  Congress,  or 
that  it  was  an  anomaly  that  there  was  $640  paid  for  a toilet  seat, 
or  we  wished  that  we  could  explain  why  we  have  all  these  prob- 
lems, but  we  cannot  because  it  is  classified  to  protect  the  national 
security. 


Having  gone  through  oversight  battles  in  the  past,  I am  now 
hearing  kind  of  an  echo.  IRS  bashing.  These  horror  stories  are 
anomalies.  The  real  problem  is  the  laws  passed  by  Congress.  There 
are  no  problems  with  IRS  management,  but  we  cannot  demonstrate 
it  because  of  6103  secrecy. 

Anyone  who  cannot  see  through  this  folly,  this  tired  and  weak 
defense  of  the  IRS,  is  not  a serious  observer  of  the  workings  of  gov- 
ernment. That  is  my  view,  based  on  my  experience.  I guess  it  has 
got  a longer  history,  based  upon  what  Senator  Moynihan  just 
quoted  for  us. 

There  are  those  among  us  here  who  will  feebly  defend  the  IRS 
using  the  same  old,  tired  defense.  But  the  public  can  see  right 
through  it,  because  they  are  on  the  receiving  hand  first-hand  of 
IRS  abuses. 

So  let  me  ask  four  fairly  general  questions.  I am  going  to  ask 
them  all  at  once,  and  you  do  not  all  have  to  answer  each  one,  but 
collectively  I hope  you  will  respond  to  them. 

Do  you  believe  that  these  oversight  hearings  constitute  IRS  bash- 
ing? Is  the  real  problem  the  laws  passed  by  Congress?  Are  these 
horror  stories  that  we  are  hearing  only  anomalies?  Is  the  IRS  Sec- 
tion 6103  authority  abused  and  used  too  often  to  cover  up  mis- 
management? Those  are  the  four  questions.  I would  like  to  have  all 
of  you  speak  to  some  of  them. 

Mr.  Burnham.  There  are  different  answers  to  different  parts,  but 
clearly  the  laws  passed  by  Congress  have  put  a terrible  burden  on 
the  IRS.  I mean,  it  would  be  better  if  it  were  simpler.  You  have 
to  give  them  more  and  more  discretion.  That  contributes  to  the 
problem.  I do  not  think  that  is  the  basic  problem,  and  I clearly  do 
not  believe  this  is  IRS  bashing,  to  look  at  the  IRS.  I will  let  my 
colleagues  respond. 

Ms.  Davis.  I want  to  jump  in  with  a quick  story.  I referred  in 
my  testimony  to  the  1989  hearings  that  were  held  on  the  House 
side.  Back  at  that  time,  Fred  Goldberg  was  the  incoming  commis- 
sioner, who  I think  had  just  been  confirmed  or  was  headed  into 
confirmation  hearings.  Anyway,  he  was  brand-new  and  ultimately 
could  not  be  held  accountable  for  any  of  the  things  that  were  going 
on  as  a result  of  that. 

It  is  interesting  that  once  again  today  we  find  ourselves  between 
commissioners.  Somehow,  it  is  just  an  interesting  little  twist.  I do 
not  think  there  is  anything  behind  it,  but  it  is  a twist  because 
there  is  no  one  there  to  point  fingers  at  when  you  have  someone 
new  coming  in,  hopefully. 

But  Mr.  Goldberg  sat  there  in  1989  and  he  told  the  House  Com- 
mittee on  Government  Reform  that  he  felt  that  really  it  was  not 
important  to  get  into  the  real  nitty-gritty  of  the  horror  stories  that 
were  heard  at  that  time,  that  it  was  not  that  important  to  go  and 
hold  the  individual  IRS  employees  whose  stories  were  being  told  at 
that  time  accountable  for  what  they  did.  He  sat  there  and  he  said, 
it  is  more  important  that  we  just  move  ahead,  and  I commit  to  you 
as  the  new  commissioner  of  the  IRS  that  I will  take  care  of  all  this 
and  I will  turn  it  into  the  premiere  ethical  agency  of  our  govern- 
ment today. 

Well,  we  all  know  that  did  not  happen.  But  therein  lies  the  key 
problem  to  this  whole  thing,  and  primarily  the  answer  to  your 
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question  about  whether  or  not  the  horror  stories  are  anecdotal. 
They  are  not  anecdotal,  they  happen.  They  are  recurring.  It  does 
not  happen  to  the  majority  of  taxpayers,  but  if  it  happens  even 
once,  I heard  many  of  you  say  this  yesterday,  that  is  too  much. 

I think  the  gist  of  the  problem  is  that  the  IRS  itself  does  not  hold 
its  own  employees  accountable.  Congress,  with  its  oversight  respon- 
sibilities, does  not  force  the  IRS  to  hold  its  own  employees  account- 
able. 

So  ultimately,  until  IRS  employees  are  held  accountable  for  their 
individual  actions,  I would  like  to  see  the  IRS  employees  who  false- 
ly investigated  me,  were  able  to  bring  false  charges  against  me,  to 
be  investigated  seriously  for  what  they  did. 

I would  like  to  see  every  IRS  agent  who  interacted  with  one  of 
the  taxpayers  you  will  hear  here  investigated.  I would  like  to  know 
from  the  IRS  what  exactly  they  did  to  the  employees  who  were  the 
perpetrators  in  these  tax  cases.  That  is  what  we  are  not  getting. 

The  IRS  sends  a message  to  its  own  employees  when  they  do  not 
discipline  them  that  it  is  all  right  to  do  what  you  do.  It  is  a tacit 
endorsement.  Congress  endorses  the  IRS’s  tacit  endorsement  by  not 
demanding  that  level  of  accountability.  So  there  is  no  question 
that,  ultimately,  if  you  get  away  with  it  and  nobody  does  anything, 
it  is  a license  to  continue. 

Senator  GRASSLEY.  Ms.  Davis,  you  testified  to  our  National  Com- 
mission to  Restructure  the  IRS.  Based  on  that  testimony,  I have  in- 
cluded in  this  legislation  your  idea  to  require  the  archiving  of  IRS 
records.  Will  that  help? 

Ms.  Davis.  Oh,  without  question  it  will  help,  because  right  now 
the  IRS  is  using  6103  and  abusing  6103  to  withhold  all  informa- 
tion, information  that  does  not  have  any  tax  information,  informa- 
tion that  may  be  simply  embarrassing  to  the  IRS.  That  is  ulti- 
mately what  led  to  the  false  investigation  of  me,  and  my  resigna- 
tion from  the  IRS. 

I mean,  I was  attempting  to  respond  to  a wonderful  Freedom  of 
Information  Request  from  a history  professor  who  actually  wrote 
this  book.  I brought  it  here  just  in  case  I needed  it.  It  is  a great 
book.  It  is  an  academic  book  about  the  Kennedy  Administration. 

This  professor  was  doing  what  professors  all  over  the  country  do, 
he  was  trying  to  research  and  write  a book.  He  sent  Freedom  of 
Information  requests  to  the  IRS.  They  landed  on  my  desk.  I found 
just  a tiny  bit  of  documentation  to  support  what  he  was  looking  for. 

The  CHAIRMAN.  I am  going  to  have  to  ask  you  to  try  to  bring 
your  response  to  a close. 

Ms.  Davis.  Sure.  What  happened,  was  this  information  did  not 
include  any  taxpayer  information,  but  the  IRS  wrongfully  withheld 
it  from  him  because  they  did  not  want  to  be  embarrassed. 

The  Chairman.  We  are  allowing  10  minutes  for  each  member  to 
ask  questions.  We  are  going  to  have  to  strictly  enforce  that,  be- 
cause unfortunately  we  are  still  continuing  with  what  was  to  be 
yesterday’s  hearing,  so  we  have  a very,  very  full  day.  So  I do  ask 
the  witnesses  to  please  not  repeat,  but  to  be  as  concise  as  possible. 

Senator  Hatch. 

Senator  Hatch.  Thank  you,  Mr.  Chairman.  One  reason  I ran  for 
the  Senate  is  because  I tried  a number  of  tax  fraud  cases,  and 


frankly  they  were  so  unjustly  brought  that  I really  got  offended  by 
it  and  got  involved.  I have  not  seen  many  changes  since. 

Your  testimony  here  today  has  been  very,  very  essential.  It  has 
been  suggested  by  some  that  this  committee  is  on  a witch  hunt. 
I hat  could  not  be  further  from  the  truth.  There  is  certainly  no  ven- 
detta against  the  IRS.  I will  only  say  two  things  about  that. 

First,  we  are  not  here  to  destroy  anyone  or  anything.  We  quite 
obviously  need  a strong  and  effective  IRS.  We  are  not  here  to  burn 
anybody  at  the  stake,  but  we  are  here  to  try  to  get  the  answers  to 
some  very  serious  and  some  very  real  questions,  and  you  folks  have 
been  very  helpful  here  this  morning. 

But  the  current  regime  of  the  IRS  is  feeling  a little  heat.  I hope 
because  of  that  they  will  remember  this  experience.  It  is  exactly 
what  they  put  the  taxpayers  through  when  the  IRS  calls  and  starts 
asking  questions  and  requiring  more  information  and  more  docu- 
mentation. 

example,  the  IRS  initiated  an  audit  of  a taxpayer  who  I 
know  quite  well,  and  assessed  deficiencies  for  the  tax  year  in  ques- 
tion. During  the  ensuing  period,  the  case  was  transferred  to  six  dif- 
ferent revenue  agents,  with  several  instances  of  agents  not  commu- 
nicatmg  or  relying  on  the  work  already  done  by  a previous  agent. 

With  each  new  agent  came  a set  of  different  adjustments  and, 
naturally,  delays.  This  went  on  for  8 years,  two  of  which  saw  no 
IRS  activity  or  attention  at  all.  There  were  extensions  of  the  stat- 
ute of  limitations. 

The  taxpayer  made  offers  in  compromise  to  resolve  the  disagree- 
ment.  The  IRS  would  not  even  discuss,  let  alone  work,  on  any  such 
resolution.  You  have  been  indicating  that  that  is  your  experience 
Mr.  Schnebman,  is  it? 

Mr.  Schriebman.  Yes.  Schriebman,  Senator. 

Senator  Hatch.  Schriebman.  All  right. 

They  would  not  even  discuss  it.  Finally,  the  taxpayer  was  in- 
formed that  all  of  the  items  under  examination  were  disallowed 
and  he  owed  a substantial  amount.  That  was  not  all.  Because  of 
the  long  period  of  time  that  had  elapsed  for  the  audit  to  be  com- 
pleted, the  interest  was  nearly  three  times  the  amount  of  the  addi- 
tional tax  assessed.  It  now  amounts  to  almost  a million  dollars. 

Now  think  about  it.  It  was  a legitimate  question  whether  he 
owed  the  taxes  to  begin  with.  But  the  taxpayer  is  willing  to  pay, 
but  they  have,  with  penalties,  interest,  and  delays,  raised  this  al- 
most triple  what  it  was. 

This  taxpayer  is  now  making  payments,  has  made  them  faith- 
fully, has  paid  faithfully  more,  as  I understand  it,  or  pretty  close 
to  the  actual  amount  that  was  owed  to  begin  with  through  regular 
payments,  diligence,  doing  what  was  right  and  living  up  to  the  obli- 
gations that  they  had. 

So  the  taxpayer  is  now  making  payments  that  amount  to  little 
more  than  interest  on  interest,  with  little  chance  that  the  debt  will 
ever  be  paid.  Now,  that  is  not  unusual,  is  it? 

Mr.  Schriebman.  Are  you  asking  the  question  to  me? 

Senator  Hatch.  Yes,  I am  asking  you  as  a tax  practitioner,  Mr. 
Schnebman. 

Mr  Schriebman.  I hear  this,  I deal  with  this  every  day.  First 
of  all,  this  fellow  made  a mistake  initially  by  signing  the  statute 
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extension.  That  is  one  of  the  things  the  IRS  brainwashes  the  public 
about.  You  do  not  have  to  sign  the  statute  extension. 

Senator  Hatch.  Well,  they  threaten  to  indict  you  if  you  do  not. 
They  threaten  to  bring  charges  against  you  if  you  do  not. 

Mr.  Schriebman.  If  you  would  not  have  signed  the  statute  exten- 
sion, they  probably  would  have  run  out  of  time  to  do  it.  This  inter- 
est situation  that  your  person  has,  that  is  part  of  the  Taxpayer  Bill 
of  Rights,  too. 

Senator  Hatch.  It  is  not  just  interest,  it  is  penalties  and  interest. 

Mr.  Schriebman.  I understand. 

Senator  Hatch.  It  is  crazy. 

Mr.  Schriebman.  Well,  your  man  should  now  again,  under  the 
new  IRS  liberal  position  on  offers  in  compromise,  now  is  the  time 
to  go  into  that  offer  in  compromise.  Now  is  the  time. 

Senator  Hatch.  Well,  he  has  done  it.  I have  done  it.  I have  asked 
them  to  see  what  they  can  do  to  resolve  this  problem,  and  it  is  just 
a no.  They  are  at  least  partially  responsible  for  the  interest  and 
penalties  that  have  been  assessed. 

Mr.  Schriebman.  I certainly,  under  the  Taxpayer  Bill  of  Rights, 
too,  would  bring  an  interest  abatement  administrative  claim  and 
take  it  to  the  Tax  Court. 

Senator  Hatch.  They  did.  They  did,  and  abatement  was  denied. 

Mr.  SCHRIEBMAN.  Well,  did  they  take  it  to  the  Tax  Court?  That 
is  part  of  the  Taxpayer  Bill  of  Rights,  too. 

Senator  Hatch.  Well,  the  taxpayer  court  denied  it  also. 

Mr.  Schriebman.  The  Tax  Court  denied  it? 

Senator  Hatch.  Yes.  Then  they  filed  for  an  additional  abatement 
proceeding,  and  then  of  course  was  denied  again.  I mean,  I have 
got  to  tell  you,  looking  at  the  facts,  it  is  very,  very  unjust. 

Mr.  Schriebman.  Somebody  does  not  like  your  client,  it  is  obvi- 
ous. [Laughter.] 

Senator  Hatch.  Well,  this  particular  client  is  one  of  the  most 
loved  people  in  the  whole  world,  but  the  IRS  does  not  love  him. 

In  another  situation,  a taxpayer  attempted  to  work  with  the  IRS 
to  pay  the  amount  that  was  owed.  However,  the  IRS  refused  each 
one  of  her  suggestions.  Consequently,  they  lost  everything,  their 
cars,  their  home,  and  all  other  assets  that  they  had. 

The  IRS  was  totally  uncompromising  with  this  taxpayer.  Unfor- 
tunately, the  seizure  mentality  is  all  too  common,  especially  when 
agents  seem  to  be  evaluated  and  promoted  based  on  dollars  col- 
lected and  property  seized. 

Let  me  give  you  another  example.  An  elderly  couple  made  some 
poor  investment  choices  that  led  to  the  disallowance  of  certain  de- 
ductions and  losses.  The  tax  is  rightfully  owed. 

However,  because  of  their  age  they  have  little  income  and  their 
only  asset  is  their  home.  As  with  so  many  of  these  cases,  the  inter- 
est on  the  debt  has  piled  up  to  be  a considerable  amount  compared 
to  the  actual  tax  debt. 

Again,  the  IRS  was  unwilling  to  discuss  a compromise  to  pay  the 
debt  over  time.  They  had  the  option  of  getting  a loan  to  pay  part 
of  the  debt,  however,  the  taxpayers  would  still  be  liable  for  not  only 
the  interest  on  the  loan,  but  the  penalties  and  interest  on  the  tax 
debt  as  well. 


Instead,  these  elderly  taxpayers  were  forced  to  sell  their  home 
when  faced  with  the  threat  of  the  IRS  seizing  the  property  and  sell- 
ing it  for  them  at  a cut-rate  price  in  order  to  satisfy  the  tax  obliga- 
tion. 

Now,  where  has  all  the  reason  gone?  These  are  just  some  exam- 
ples that  highlight  the  need  for  the  hearings  that  we  are  having, 
and  I want  to  commend  our  Chairman  and  Ranking  Member  for 
being  willing  to  do  this.  It  is  the  first  time  ever,  perhaps,  but  cer- 
tainly the  first  time  in  my  21  years  here,  and  I think  it  is  about 
time. 

Let  me  just  ask  one  question  to  all  of  you  on  the  panel.  Each  and 
every  one  of  you  have  mentioned,  and  even  painted  a picture  of  a 
terrible  culture  at  the  IRS.  Can  you  be  more  explicit  for  us  in  sug- 
gesting ways  to  change  the  IRS  culture  for  the  better?  And  maybe 
we  could  start  with  you,  Mr.  Burnham,  Mr.  Schriebman,  and  end 
with  Ms.  Davis. 

Mr.  Burnham.  Well,  several  of  the  witnesses  mentioned  this  yes- 
terday, Senator.  One  of  the  basic  problems  is  that  the  IRS  has 
come  to  think  of  itself  as  a law  enforcement  agency  rather  than  a 
service  agency.  How  you  change  that,  is  very  hard.  If  you  did  a 
careful  analysis  of  the  IRS  budget,  you  will  see  a big  chunk  of  their 
budget  goes  for  enforcement  and  audit,  very  little  goes  for  the  serv- 
ice. 

Comparatively  little  goes  to  the  service  part.  Congress  can 
change  the  budget.  You  can  change  the  emphasis  of  the  IRS.  A lot 
of  people  who  were  in  noncompliance  overpaid.  Did  you  know  that? 
I mean,  a lot  of  people  overpaid.  A lot  of  people  underpay  because 
they  do  not  understand.  The  rhetoric  yesterday  when  you  referred 
to  the  people  not  paying,  you  say  they  are  tax  cheats.  A lot  of  the 
people  who  do  not  pay  or  over-pay  are  not  tax  cheats,  they  do  not 
understand. 

I mean,  did  you  know  President  Lincoln  overpaid  his  taxes. 
There  was  an  income  tax  during  the  Civil  War.  He  overpaid  them, 
and  after  he  died  they  got  a refund.  The  tax  law  is  complicated  and 
it  is  hard.  The  taxpayers  need  help  and  they  need  a lot  of  that. 

It  is  this  cop  mentality,  the  “us”  against  “them.”  To  fall  into  the 
easy  use  of  the  words  “tax  cheat”  for  everyone  in  noncompliance  is 
very  dangerous.  You  do  it,  the  newspapers  do  it,  and  we  ought  to 
try  to  change  it. 

Senator  Hatch.  Mr.  Schriebman? 

Mr.  SCHRIEBMAN.  Senator,  I heard  your  three  stories. 

Senator  HATCH.  Well,  I can  give  you  a lot  more. 

Mr.  Schriebman.  So  can  I,  believe  me.  But  I have  to  say  a couple 
of  things,  in  all  fairness,  in  all  objectivity  here.  I think  a lot  of  peo- 
ple get  into  trouble  with  the  IRS  because  of  their  own  ignorance. 
A lot  of  them  get  into  the  IRS  because  they  are  too  penurious  to 
get  good  advice. 

The  cases  that  you  have  mentioned  here,  while  egregious,  if 
these  people  might  have  gotten  some  good  advice,  I think  some  of 
the  bankruptcy  laws  could  have  helped  these  people.  I think  that 
you  in  this  room  are  part  of  the  problem.  You  have  written  these 
provisions  in  the  Code  that  allow  the  District  Director  to  take  a 
house  on  a signature.  I am  a grunt;  I am  not  an  investigative  re- 
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porter  and  I am  not  an  insider.  I am  a guy  who  was  never  with 
the  IRS. 

Everything  I know,  everything  I have  written  about  I have  had 
to  experience.  I deal  with  these  things  every  day.  I will  tell  you 
something,  a lot  of  what  I see  people  go  through — I mean,  I have 
had  a client,  a widow,  come  to  me  when  her  husband  had  blown 
his  brains  out  in  the  lobby  of  the  Lawndale  IRS  field  office.  I have 
represented  the  widow.  I want  to  say  in  that  particular  case  the 
IRS  could  not  have  been  kinder  to  the  widow. 

Senator  Hatch.  I guess  my  time  is  up. 

The  Chairman.  The  time  is  up,  I regret.  But  we  have  to  move 
on.  I would  point  out  that  the  members  are  called  upon  in  the 
order  they  appear.  We  have  the  early  bird  rule.  So  we  are  not  just 
letting  the  Republicans  go  first. 

We  have,  next.  Senator  Gramm. 

Senator  Gramm.  Mr.  Chairman,  thank  you. 

I want  to  thank  our  witnesses.  I had  made  the  point  yesterday 
when  we  had  another  panel  that  I wanted  desperately  to  have  a 
chance  to  ask  them  some  questions.  They  are  not  here,  but  I want 
to  refer  back  to  their  comments  and  then  pose  a question  to  you. 

We  had  a panel  yesterday  that  was  made  up  of  people  who  were 
representatives  of  major  groups  that  interfaced  with  the  IRS,  such 
as  the  CPAs,  and  enrolling  agents. 

Maybe  I am  over-simplifying  what  they  had  to  say,  but  their 
basic  approach  was  a sort  of  a sociological  approach  which  said 
that  the  problem  at  the  IRS  was  that  these  people  at  the  IRS  think 
of  themselves  as  law  enforcement  agents  and  not  as  people  who  are 
a service  agency.  In  essence,  what  they  were  saying  is  that  we  need 
this  massive  effort  to  sort  of  change  the  thinking  at  IRS. 

I profoundly  disagree  with  that  approach.  I do  not  find  that  ap- 
proach to  be  very  successful  because  it  does  not  change  the  basic 
parameters  in  which  people  work.  I think  one  of  the  things  that 
each  of  your  testimonies  has  done  today,  is  to  make  it  very  clear 
that  what  the  problem  is  here  is  that  the  IRS  has  massive  power, 
and  power  corrupts. 

As  a result  of  having  no  checks  and  balances,  as  a result  of  hav- 
ing an  agency  that  investigates,  prosecutes,  and  makes  judgments 
all  by  itself,  you  do  not  have  the  checks  and  balances  that  you 
might  have  in  the  criminal  justice  system  where  a police  officer 
makes  the  arrest,  has  a fact  report,  it  goes  to  the  district  attorney’s 
office,  and  so  on  through  the  courts. 

There  is  to  some  extent  a check  and  a balance  in  that  the  district 
attorney  looks  at  what  the  police  officer  has  done.  Then  you  have 
the  whole  case  go  before  a court  that  looks  at  what  the  district  at- 
torney has  done  and  what  the  police  officers  have  done. 

So  it  seems  to  me  that  our  problem  is  not  a sociology  problem. 
Our  problem  is  not  that  the  people  that  work  at  the  IRS  are  bad 
people.  My  guess  is  that,  by  and  large,  they  are  good  people,  even 
the  ones  who  act  badly. 

The  problem  is,  these  people  have  too  much  power,  they  have  no 
checks  and  balances,  we  have  no  access  to  information,  and  people 
are  afraid  of  them.  The  system  that  people  operate  under  changes 
the  behavior  both  of  the  people  who  nave  the  fear,  and  the  people 
who  are  feared.  I think  that  is  basically  the  problem. 


Now,  the  question  is,  what  can  we  do  about^t? 
want  to  focus  my  question  on.  p , t0  some  degree,  cub 

of  you  have  made  written  a ™ry  com- 

?Seda"odea£ten”  evln  we  can  comply  with  without  expert  as- 

“fh“ve  not  forgotten  all  the  budgets  that  were cSfnTomce 

r„«^ddras^eS  which  if 

that  is  not  a clear  indication- — 

Mr.  Burnham.  A quota  system  not  a clear  indication  of 

Senator  Gramm.  That  is  right.  If  that  is  not  a _ clear  ^ wg 

"f would  like  to  ask  each  of  you  assort ^you  can  give  the  m- 
formation  and  be  brief,  wKa  , iaws  only  two  or  three 

*■—  »°uld 

you  make?  „ n . o9 

Let  me  start  with  you,  Ms.  Davis  little  bit  of 

Ms.  Davis.  This  is  tough.  I am  going  to  f jo^  question  Last 

a very  quick  Simony  before^the  Commission  on  Re- 
year in  some  of  the  early  msumony  , t ld  the  commission 

structuring  a former  hjMukmg  years  of  experi- 

SfmoVe^b«  mysS  just  Leeds  fear  and  distrust  among 

the  American  people.  mo  t tried  my  own  little 

I guess  during  my  7%  years  with  the  IK £>  to  tell 

sociological  expe^ent^ecause  mQgt  IRS  empioyees,  if  not 

them,  I agree  with  everything  y mLpv  do  not  mean  to  be  bad 
all,  are  IRS.  It  is  an  agency 

people,  and  I am  not  tota  y PR  , . , prestine  past  and  tradi- 

that  has  “.“^^^^So|cald£abric  of  the  United  States. 
mS  I did,  was  I tried  h,  tenth *“•  ^“"g“0plT aboutX 

morrSned  to  comply.  1 do  not  ttdnk  yon  make 

taxpayers  comply  ^lylaJtb^en  thSTh^mS,  or  even  members  of 
But  when  was  tje  last  time  th  about  the  terribly  impor- 

^ant^ole~I ^eanf  everybody*  does^bash  the  IRS;  it  is  great  fun. 

But  we  do  not  talk  about  again,  you  need  an 

That  is  one  reason  I told J^em  eather  the  research  and  write 

“thS  bec^s^I^liii^^bS^is^a^so'^ve^im^or- 
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Senator  Gramm.  Yes,  sir? 

Mr.  SCHRIEBMAN.  You  have  asked  for  some  concrete  suggestions 
and  I would  like  to  give  you  some. 

Senator  Gramm.  Great. 

Mr.  SCHRIEBMAN.  First  of  all,  let  us  get  nd  of  these  ex  parte 
writs. 

Senator  Gramm.  Tell  us  what  that  is. 

Mr.  SCHRIEBMAN.  Well,  “ex  parte”  is  Latin.  It  means  that  you 
can  go  into  court,  close  somebody’s  business  down  or  take  some- 
body’s house  without  giving  that  taxpayer  a notice. 

What  we  need  to  do,  is  we  need  to  give  a taxpayer  notice,  the 
court  needs  to  set  a hearing  date.  Now,  if  a taxpayer  does  not  use 
that,  that  is  the  taxpayer’s  problem.  He  has  got  a right  to  it, 
whether  it  is  his  house,  his  business,  his  bank  account,  his  wage 

get  that?  Well,  we  have  got  the  US. 
Tax  Court.  You  probably  need  a few  more  tax  court  judges  and  you 
have  to  put  them  in  residences  in  several  cities. 

Right  now  they  travel  in  circuits,  except  for  Larry  Nameroft,  who 
is  based  in  Los  Angeles  permanently.  We  need  more  Larry 
Nameroffs.  We  need  them  in  cities  where  they  are  permanently 
based  instead  of  working  out  of  Washington  and  traveling  in  a cir- 

Senator  Gramm.  Is  there  a shortage  of  Tax  Court  judges? 

Mr.  SCHRIEBMAN.  Big  time. 

Senator  Gramm.  All  right. 

Mr  SCHRIEBMAN.  I have  some  more  suggestions.  I will  tell  you, 
Senator,  these  will  work,  because  I know  my  experience  here. 

Let  the  Tax  Court  have  jurisdiction  over  employment  tax  cases. 
It  does  not  have  any  jurisdiction  over  employment  taxes.  If  some- 
body gets  hit  with  this  thing  called  the  100  percent  penalty,  now 
call'  the  Trust  Fund  Recovery  Penalty,  big  deal,  it  is  the  same 
thing.  The  Tax  Court  cannot  hear  that.  There  is  no  assessment. 

See  the  problem  that  you  have  is  that  you  have  got  an  internal 
conflict  of  interest  within  the  IRS.  They  are  their  own  judge  and 
jury  over  people’s  lives.  Let  us  remove  that.  This  will  cure  the 
“Ivory  Soap’s”  worth  of  taxpayer  abuse.  . , , 

Repeal  Section  6344(e),  where  the  District  Director  has  the  nght 
to  sign  and  take  somebody’s  house.  You  should  not  be  able  to  take 
anything  from  anybody  without  giving  those  people  4th  and  5th 

amendment  rights.  . , 

I say  over  employment  taxes  and  collection  problems,  because  the 
Tax  Court  does  have  a little  jurisdiction  over  collection  problems 
right  now,  but  it  is  esoteric.  They  are  all  m Sections  6212  and  62  Id 

of  the  Code.  They  are  real  esoteric  stuff. 

A person  has  a collection  beef,  has  an  assessment  beef,  whether 
it  is  with  income  taxes,  excise  taxes,  employment  taxes,  estate 
taxes,  let  the  Tax  Court  have  jurisdiction  over  all  of  those.  No  as- 
sessment without  a right  to  a hearing.  T .« 

Senator  Gramm.  Let  me  go  to  Mr.  Burnham,  because  I see  the 

^ Mr.  BURNHAM.  In  my  high  school  year  book,  Margo  Wood,  I will 
never  forgive  her  for  it,  wrote  under  me,  “It  is  easier  to  be  critical 


than  correct.”  I spent  all  my  years  criticizing,  and  it  is  hard  to 
come  up  with  a correct  answer. 

But,  with  due  respect,  I think  I agree  with  the  witnesses  yester- 
day that  said  that  the  enforcement  mentality  dominates  the  IRS 
rather  than  the  service,  and  that  not  that -.you  can  do  away  with 
enforcement,  you  have  to  have  enforcement,  there  are  bad  people 
doing  bad  things  and  you  need  an  enforcement  arm,  but  maybe  an 
idea  would  be  to  separate  the  IRS  into  an  enforcement  sort  of  cop 
arm  and  a service  arm  more  than  it  is  now.  Maybe  that  would 
make  sense. 

Senator  Gramm.  Well,  I think  that  is  the  checks  and  balances  we 
are  looking  for.  But  I think  the  idea  of  putting  people  through  soci- 
ology training  is  not  going  to  have  any  permanent  impact. 

Mr.  Burnham.  We  are  not  talking  about  that. 

Senator  Gramm.  We  respond  to  the  world  that  we  live  in,  we  re- 
spond to  the  rules  that  exist.  I think  again  here  the  problem  is 
power  corrupting. 

The  Chairman.  The  time  of  the  gentleman  is  up. 

I would  point  out  to  you  that  in  our  legislation  that  we  recently 
adopted  we  did  expand  the  jurisdiction  of  the  Tax  Court  to  employ- 
ment taxes,  but  you  might  take  a look  and  see  whether  you  think 
it  is  adequate. 

Mr.  Schriebman.  But  the  only  expansion  on  that,  with  respect, 
Mr.  Chairman,  is  the  determination  whether  somebody  is  an  em- 
ployee or  an  independent  contractor.  That  is  just  not  far  enough. 

The  Chairman.  Not  far  enough. 

Mr.  Schriebman.  No,  sir. 

The  Chairman.  Senator  Lott. 

Senator  Lott.  Thank  you,  Mr.  Chairman. 

I have  been  very  interested  in  your  statements  and  your  re- 
sponses. We  appreciate  your  time.  I think  you  are  giving  us  some 
very  helpful  suggestions. 

One  of  you  commented  about,  a lot  of  the  problems  with  tax- 
payers is  that  they  just  do  not  know  what  is  the  right  thing  to  do, 
or  it  is  ignorance.  But,  as  a matter  of  fact,  some  of  the  most  egre- 
gious cases  that  I have  been  familiar  with  have  been  caused  by  ac- 
tions by  the  taxpayers  after  having  received  so-called  expert  advice. 

Mr.  Burnham.  That  is  true. 

Senator  Lott.  Tax  lawyers  and  CPAs. 

Mr.  Burnham.  They  do  not  understand  it. 

Senator  LOTT.  And  that  is  the  problem,  though.  You  are  giving 
advice.  You  have  got  a little  extra  money,  you  work  in  a shipyard 
and  you  have  got  a farm  on  the  side  and  you  are  given  advice  by 
a CPA  or  a tax  lawyer  that  here  is  something  you  can  invest  in 
that  would  be  beneficial  to  you,  and  it  turns  out  it  was  on  the  mar- 
gin, it  turns  out  maybe  IRS  said  maybe  this  is  all  right,  and  later 
they  say  it  is  not  all  right. 

They  wind  up  having  their  lives  destroyed,  losing  their  farm,  and 
just  about  everything  they  have.  What  can  we  do  about  that?  Ex- 
pert counsel  is  not  a defense,  apparently,  unless  of  course  you  then 
can  come  back  and  take  action  against  them  for  incompetence. 

Mr.  Burnham.  But  are  they  expert?  The  law  is  so  complicated. 

CJor-,  T r\rm  HH i 
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Mr.  Burnham.  I know  of  a situation  in  New  York.  The  editor  of 
one  of  my  books  went  to  a very  high-priced  tax  lawyer  who  did  not 
know  how  the  IRS  functioned.  He  was  not  famihar  with  IRS  proce- 
dures He  knew  tax  law.  Those  are  two  entirely  different  things.  If 
you  do  not  get  the  right  advice,  you  are  in  trouble. 

Mr.  SCHRlEBMAN.  I disagree.  , , 

Senator  Lott.  What  about  the  poor  taxpayer?  I mean,  he  has 
done  his  best  to  get  expert  advice,  then  he  finds  out  later  that  1 
was  not  expert. 

Mr.  Schriebman,  go  ahead,  sir.  ,,  , . f 

Mr.  SCHRIEBMAN.  You  are  talking  about  the  tax  shelter  wars  of 
the  1980’s,  I presume,  and  hopefully  those  days  are  behind  us. 

But  you  know,  Senator,  there  is  an  awful  lot  of  greed  in  that 
equation.  You  can  advise  somebody  any  way  you  want.  If y?“ 
got  an  inherent  conflict  of  interest,  if  you  are  being  retained  by 
their  promoter  and  you  are  getting  a commission  off  of  the  invest- 
ment, you  have  got  a big  greed  equation  there,  especially  jn  those 
days  where  you  thought  you  could  not  get  tapped  by  the  IRS  and 

they  were  all  a bunch  of  buffoons.  f .,  . , «■ 

Well  the  IRS  showed  them.  In  all  fairness,  some  of  that  stuff 
that  people  went  into  was  ridiculous,  and  the  attorneys  who  wrote 
the  opinions  were  motivated,  in  my  opinion,  by  greed.  I do  not 

know  how  you  legislate  greed.  , „ 

Ms.  Davis.  I guess  what  I would  say  to  that — were  you  done . 

Mr.  Schriebman.  Sure.  , 

Ms  Davis.  The  growth  of  the  tax  preparation  and  help  industry 
has  exploded  in  recent  years.  I think  one  of  the  thmgs  I see  as  a 
very  dangerous  thing  is,  I guess,  the  hand-in-hand  working  of  that 
community  with  the  IRS.  One  of  the  things  that  bothered  me,  and 
I was  one  of  the  few  people  thinking  this  and  talking  about  this 
I think,  was  the  development,  as  it  was  developed  by  the  1Kb,  oi 

the  electronic  filing  program.  , , , , , „f00 

I saw  this  as  a very  dangerous  precedent  because  nobody  was 
focusing  on  the  fact  that  when  IRS  launched  its  electronic  filing 
program  this  was  the  first  time  in  the  history  of  °ur  tax  system 
where  taxpayers,  in  order  to  take  advantage  of  a so-called  increase 
in  benefits  or  simplification  of  their  filing,  were  literally  forced  into 
the  arms  of  the  tax  preparation  community.  If  you  wanted  to  tile 
your  tax  return  electronically,  you  had  no  choice  but  to  pay  a pro- 
fessional tax  preparer  to  do  it.  I went  to  the  IRS  m 1988,  and  they 
had  launched  electronic  filing  just  a few  years  earlier  m 1985.  It 
was  one  of  the  first  subjects  I looked  into. 

I asked  them  the  question,  why  did  you  not  wait  until  you  could 
offer  this  to  taxpayers,  first  of  all,  at  no  cost,  or  in  a way  in  which 
they  did  not  have  to  use  a tax  preparer,  because  I was  thinking  ot 
all  those  middle  and  lower  income  taxpayers  who i have > simple ^tax 
returns  who  for  years  had  prepared  their  own  1040 s 1040-As,  or 
EZ’s  all  by  themselves  who  were  now,  in  addition  to  their  tax  liaDii- 
ity,  having  to  pay  even  more  money  to  a tax  preparer  who  may  or 
may  not,  as  you  point  out,  know  the  law.  I think  that  is  one  of  the 

**  Senator  Lott.  Let  me  ask  two  other  questions.  I know  we  have 
the  Taxpayer’s  Bill  of  Rights  I and  II.  One  of  the  things  I do  not 
think  we  did,  is  when  the  IRS  makes  a mistake  or  when  they  have 


some  of  your  money  improperly  and  hold  it  for  a period  of  time  and 
they  eventually  have  to  pay  it  back,  they  do  not  have  to  pay,  on 
behalf  of  the  government  to  the  people  that  were  wrong,  interest 
and  penalties.  Why  not?  The  government  pays  interest  and  pen- 
alties to  the  taxpayers? 

Mr.  Schriebman.  Oh,  not  penalties,  no. 

Senator  Lott.  All  I am  saying  there  is,  if  you  make  a mistake 
you  pay  interest  and  penalties.  If  the  government  makes  a mistake, 
they  do  not.  Once  again,  I feel  like  for  the  taxpayers,  there  is  not 
a level  playing  field  there. 

Ms.  Davis.  Well,  that  is  definitely  in  the  category  of  a law  that 
you  have  not  passed,  and  it  is  within  your  power  to  pass  such  legis- 
lation. 

Senator  Lott.  I guess  that  is  what  I want  to  ask  you.  Is  that 
something  worth  doing,  Mr.  Schriebman? 

Mr.  Schriebman.  Well,  Senator,  I think  it  is  a good  idea.  It  is 
like  the  first  two  Taxpayer’s  Bill  of  Rights  are  good  starts,  but  I 
think  if  you  are  going  to  do  another  Bill  of  Rights,  let  us  put  some 
real  teeth  into  it. 

Senator  Lott.  All  right.  Now  let  me  go  to  one  other  question  be- 
fore my  time  runs  out.  I believe  Mr.  Burnham,  it  was  your  testi- 
mony. Yes.  You  point  out  that  it  seems  that  IRS  agents  prefer  to 
target  less  wealthy  taxpayers  because  they  are  less  likely  to  be  able 
to  afford  the  lengthy  defense,  and  so  forth.  You  note  in  here  some- 
thing that  caught  my  eye. 

On  the  civil  side,  taxpayers  in  the  IRS’s  San  Francisco  district, 
Mississippi,  Idaho,  and  New  York  City  stood  the  highest  chance  of 
being  audited.  Now,  that  is  very  odd.  The  highest  adjusted  gross 
income  and  the  lowest  were  represented  in  that  group  of  only  three 
areas.  Now,  why  is  that? 

Mr.  Burnham.  I do  not  know,  Senator.  Again,  it  is  a good  ques- 
tion for  you  all  to  ask.  When  we  put  this  data  up  on  the  World 
Wide  Web  the  IRS  denounced  the  data  and  said  it  was  wrong,  it 
was  the  government’s  data. 

We  asked,  well,  what  is  wrong  with  it,  and  would  you  meet  with 
us,  and  will  you  come?  They  refused  to  meet  with  us.  For  a year 
and  a half,  we  have  sent  repeated  letters  to  them  to  discuss  their 
problems  with  the  data.  There  is  nothing  wrong  with  the  data. 

Senator  Lott.  What  would  your  speculation  be  as  to  how  New 
York  City  and  Mississippi  would  fall  into  that  trap? 

Mr.  Burnham.  I mean,  one  possible  speculation  is  that  the  peo- 
ple of  Mississippi,  it  is  a much  poorer  district,  less  expert,  is  easier 
pickings.  New  York  City  is  a more  sophisticated  city,  more  income, 
more  lawyers,  more  accountants.  It  is  harder  work.  But  there  may 
be  others.  I mean,  I really  do  not  know  whether  that  was  a policy 
decision  or  part  of  the  ad  hocracy  of  the  IRS. 

Senator  Lott.  Anybody  else  want  to  comment  on  that?  Ms. 
Davis. 

Ms.  Davis.  Yes,  I have  a theory  I will  share  with  you.  I think 
it  all  comes  down  to  who  the  district  director  happens  to  be.  There 
is  tremendous  power  placed  in  the  hands  of  individual  district  di- 
rectors. I will  tell  you  a quick  story  about  the  taxpayer  Carol  Ward, 
whose  story  you  probably  heard  about  on  60  Minutes  this  past 
weekend. 
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When  I first  became  familiar  with  the  outlines  of  her  story  I was 
unemployed  by  the  IRS  by  that  time,  but  I went  to  some  old  friends 
of  mine  who  work  at  pretty  high  levels  of  the  IRS.  I outlined  the 
case  and  I said,  how  could  this  happen?  They  told  me,  I do  not 
think  that  that  is  right. 

I do  not  think  it  really  happened.  We  do  not  do  things  like  that. 
They  just  denied  it.  These  are  people  that  I really  trusted  that  I 
had  had  good  working  relationships  with,  and  they  were  confiding 
in  me.  They  said,  I just  cannot  see  that  that  could  happen.  So  then 
I learned  a little  bit  more. 

I went  back  to  one  of  my  sources  who  was  a former  district  direc- 
tor, and  I said,  well,  here  is  the  name  of  the  person  who  was  the 
district  director  in  Denver  at  the  time  that  this  incident  occurred. 
This  former  IRS  district  director,  who  is  now  working  in  Washing- 
ton, said  to  me,  oh,  I did  not  know  that.  That  explains  everything. 

In  other  words,  what  this  IRS  executive  was  telling  me  was,  once 
he  or  she — to  hide  the  identity  of  my  IRS  informant — once  I told 
them  who  it  was,  they  said,  well,  that  was  not  surprising  because 
they  knew  that  person  and  that  person  had  a personality  to  do 
that. 

Senator  Lott.  Mr.  Burnham? 

Mr.  BURNHAM.  I would  like  to  add  to  that.  Our  data  shows  all 
this  erratic  business.  From  my  research,  I do  not  think  the  IRS 
commissioner  and  the  upper  echelon  of  the  IRS  look  at  these  er- 
ratic, crazy  patterns  and  find  out  if  there  is  some  legitimate  reason 
for  it.  They  just  sort  of  sit  there.  It  is  not  well-managed. 

We  do  not  want  every  district  to  be  exactly  the  same,  that  would 
be  wrong.  Montana  is  different  than  Miami.  But  they  do  not  look 
at  it  that  way.  There  is  a surprising  lack  of  serious  management 
at  the  top  levels. 

Senator  Lott.  One  last  question,  I think,  that  can  be  answered 
briefly.  I have  known  a lot  of  people  who  were  accounting  majors 
and  became  CPAs  and  tax  lawyers  and  wound  up  at  IRS,  nice 
folks,  then  something  happens.  [Laughter.] 

Ms.  Davis.  Good  thing  I got  out  when  I did. 

Senator  Lott.  Now,  I guess  the  answer  is,  I presume  there  is  a 
culture  there,  this  law  enforcement  culture,  or  the  arrogance  that 
comes  from  power.  Is  that  it,  is  that  what  happens  to,  in  many 
cases,  good  people?  All  of  a sudden  they  are  the  local  agent  in  the 
hometown  and  they  become  nasty  people. 

Mr.  Schriebman.  May  I? 

Senator  Lott.  Yes,  sir. 

Mr.  Schriebman.  I have  a lot  of  contacts  that  are  that  way. 
Some  of  my  students,  of  course,  have  gone  that  route.  I think  that 
it  is  not  so  much  nasty  people,  I think  it  is  some  kind  of  insulation, 
because  when  you  have  a problem  with  an  agent  and  you  try  to  get 
their  manager  or  you  try  to  get  their  branch  chief,  they  are  always 
in  a meeting.  They  have  more  meetings  than  President  Clinton. 
They  are  always  in  a meeting.  They  never  return  your  calls,  never 
respond  to  your  faxes. 

There  is  one  lady  whom  I think  is  so  fantastic.  She  happens  to 
be  a branch  chief  in  the  Long  Beach  field  office.  There  was  a prob- 
lem. She  handled  it  right  away.  She  met  with  me  and  the  revenue 
officer,  and  she  sat  in  the  meeting.  I was  so  impressed  with  that. 


fhey  dhoenoSt  ^ 1 d°  ^ ^ They  juSt  feel  like 

Senator  Lott.  ATI  right.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Senator  Lott.  , 

Senator  Conrad.  Thank  you,  Mr.  Chairman. 

they  el"ted  “ "■  ™ 

fWnTef°Bf  t^e  thi?gS  tha  j 1 instituted  when  I was  tax  commissioner 
that  I think  paid  great  dividends,  and  it  is  a very  small  thing  We 
sent  people  out  to  audit,  because  there  really  are  people  who  cheat 
there  really  are  people  who  abuse  the  system,  there  really  are  peo- 
ple who  will  go  to  great  lengths  to  avoid  pacing  what  they  le£ 
ately  owe.  That  is  totally  unfair  to  the  vast  majority  of  citizens 
who  do  pay  what  they  owe  and  who  do  pay  their  fair  share 
bo  there  is  a certain  adversarial  relationship  with  those  who  trv 

of  theath1nd  th°Se,w,ho  to  avoid  P^ng  their  fair  share.  But  one 
of  the  things  we  did  when  we  sent  out  auditors,  was  send  out  a 

questionnaire  after  an  audit  was  completed.  It  was  very  brief  and 
ask  them,  how  are  they  treated?  y ’ ana 

Our  people  knew  that  we  were  going  to  engage  in  that  process 
hat  we  were  going  to  check  on  how  they  were  treating  people  I 

snmffn’  J, think  lt.made  a great  difference.  There  is  a tendency  by 
some  to  abuse  their  power.  I want  to  again  put  this  in  perspective 
because  I have  dealt  with  the  IRS  in  my  previous  career  and  l 
found  the  vast  majority  of  people  there  were  honest  were  hard- 
working, and  did  not  abuse  people. 

When  we  talk  about  a culture,  that  strikes  me  as  kind  of  a con- 
demnation of  everybody  there.  I do  not  buy  it.  I have  worked  with 
these  people  honest,  hardworking,  decent  people.  Are  there  people 
who  are  not?  Absolutely.  I have  seen  that,  too  I have  seen  people 
who  abuse  their  authority  I have  seen  people  who  got  arrogant. 
The  quickest  way  to  stop  that  is  to  hold  people  accountable  and  to 
check  on  how  they  treat  people. 

I tell  you,  that  simple  device  of  sending  out  a very  brief  question- 
naire. How  were  you  treated?  Were  you  treated  with  respect?  Were 
the  people  on  time?  Did  they  answer  your  questions?  At  the  end 
ol  the  audit  did  they  explain  to  you  the  findings  of  the  audit? 

Amazmgly  enough,  we  had  some  people  who  went  in  and  would 
audit  and  would  not  tell  the  people  the  results  of  the  audit.  Well 
18  arrogant  and  that  is  frightening  to  people. 

Mr  Burnham.  I do  not  believe  I recall  the  IRS  having  such  a 
questionnaire.  6 

Senator  Conrad  And  I tell  you,  I think  maybe  that  is  the  kind 

° that  could  c°me  °ut  of  what  we  do  here,  that  after  an 

audit  there  be  a procedure  to  ask  people  how  they  were  treated 
I tell  you,  I think  they  would  find  what  we  found,  that  in  fact 

and  thaVe  S°flpe°Ple  ™ho  a little  filled  with  themselves, 
and  they  are  out  there  on  their  own,  they  had  a bad  day,  they  had 
a (hsagreement  with  their  spouse,  and  by  God,  they  are  going  to 
take  it  out  on  the  taxpayer.  Well,  that  is  not  acceptable.  g 

. ,,ne  way  to  avoid  that  is  to  hold  them  accountable.  One  way  to 
nold  people  Accountable  is  to  havp  infnrmafiArt  nr»  4-u  — _-i._  i 
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You  might  find  a taxpayer  who  misreports,  who  is  one  of  those  abu- 
sive taxpayers,  because  there  are  some  abusive  taxpayers  out  there 
too,  but  you  can  find  a pattern. 

If  one  person  says  the  auditor  did  not  treat  them  with  respect 
and  then  you  get  subsequent  reports  that  they  did  not  treat  them 
with  respect,  then  you  have  a pretty  good  indication  you  have  a 
problem,  and  it  is  time  to  deal  with  it. 

The  Chairman.  Would  you  yield  for  a question? 

Senator  Conrad.  Yes. 

The  Chairman.  You  talk  about  filing  the  paper,  which  is  a good 
suggestion.  But  did  the  people  in  North  Dakota  not  know  that 
there  was  a tax  commissioner  that  was  going  to  follow  through  and 
check  those  papers? 

Senator  Conrad.  Yes.  Yes. 

Senator  Gramm.  And  who  was  elected. 

Senator  Conrad.  I was  elected  as  a tax  commissioner,  the  only 
elected  commissioner  in  the  country.  I think  it  has  a tremendous 
impact,  too,  on  accountability. 

One  other  thing  that  has  been  said  here  today,  I think,  may  have 
a fairly  simple  solution.  I hear  that,  well,  the  IRS  targeted  lower 
income  people.  This  committee  has  complained  repeatedly  about 
fraud  and  abuse  in  the  Earned  Income  Tax  Credit  section  of  the 
Code.  We  have  colleagues  here  who  have  talked  about  it  repeat- 
edly. 

In  fact,  there  has  been  fraud  in  the  Earned  Income  Tax  Credit 
and  I would  not  be  surprised  if  the  IRS  actually  listened  to  this 
committee;  sought  to  do  something  about  it  and  focused  on  the 
whole  question  of  fraud  in  the  Earned  Income  Tax  Credit.  Well,  of 
course,  that  would  involve  lower  income  people.  Mississippi  is,  I 
think,  perhaps  the  lowest-income  State  in  the  country. 

It  might  not  be  surprising  that  you  would  see  a disproportionate 
number  of  people  who  are  in  the  Earned  Income  Tax  Credit  pro- 
gram being  looked  at  because  there  have  been  suggestions  by  this 
committee  of  fraud  in  that  program.  In  fact,  it  has  been  more  than 
assertions  by  members  of  this  committee,  there  has  been  pretty 
good  evidence  that  there  has  been  fraud  in  the  Earned  Income  Tax 
program. 

I would  just  like  to  ask  the  witnesses  here,  do  you  think  some- 
thing as  simple  as  what  I have  suggested  might  do  some  good,  that 
is,  send  out  a questionnaire  after  people  have  been  audited  and  ask 
them,  “how  were  you  treated?” 

Mr.  BURNHAM.  I think  it  is  a very  good  idea,  assuming  that 
someone  at  the  IRS  looks  at  them  and  acts  upon  them.  That  is  not 
necessarily  an  assumption  we  can  count  on. 

Senator  Conrad.  Do  you  think  there  should  be  something  like  an 
ombudsman  at  the  IRS? 

Mr.  Burnham.  There  is. 

Ms.  Davis.  There  is  an  ombudsman  at  the  IRS.  It  is  a career  IRS 
employee. 

Senator  CONRAD.  Do  you  think  there  should  be  somebody  that 
has  a specific  responsibility  for  a program  like  this  one,  that  maybe 
this  would  be  an  assignment  given  to  the  ombudsman? 

Mr.  Burnham.  Maybe  the  ombudsman  ought  to  just  do  that, 
have  that  kind  of  nroeram  going' . 


Ms.  Davis.  Let  me  jump  in  here.  I cannot  more  strenuously  dis- 
agree with  that.  I think  your  idea  is  an  absolutely  wonderful  idea, 
but  I think  the  surveys  should  not  be  sent  to  the  IRS.  That  is  the 
key  to  this  kind  of  idea  succeeding.  If  you  send  them  to  the  IRS, 
they  will  go  into  the  IRS  black  hole. 

Have  the  surveys  sent  to  the  Senate  Finance  Committee,  have 
the  surveys  sent  to  the  Joint  Committee,  some  oversight  body  that 
could  review  them.  If  you  put  them  in  the  hands  of  the  IRS,  I will 
tell  you  very  quickly,  it  is  one  thing  to  have  information,  it  is  an- 
other thing  to  make  use  of  that  information. 

Senator  Conrad.  To  act  on  it.  Yes,  you  have  to  act  on  it.  It  does 
not  do  any  good  to  get  information  if  you  do  not  act  on  it. 

Ms.  Davis.  The  IRS  conducted  an  internal  survey  program, 
which  had  this  bizarre  name  of  Survey  Feedback  Action,  while  I 
was  there,  and  then  continued  after  I left. 

I will  tell  you,  from  my  conversations  with  IRS  employees,  not 
executives  but  the  IRS  employees,  the  general  sense  was  the  re- 
sults of  that  survey  indicated  that  there  was  a serious  morale  prob- 
lem at  the  IRS  and  the  morale  reflected  IRS  employee  attitude  to- 
wards the  top  executives  of  the  agency. 

When  those  results  came  in,  because  they  were  not  what  the  IRS 
wanted  to  hear  about  its  own  employees  felt  about  what  was  going 
on  inside  the  agency,  the  results  were  quickly  buried  and  nothing 
ever  came  of  that.  So,  once  again,  have  your  survey,  but  have  it 
sent  to  an  outside,  independent  body. 

Mr.  Burnham.  Senator  Conrad,  you  know  you  all  have  an  inter- 
esting survey.  You  all  have  State  offices  that  take  complaints  about 
Federal  service.  As  I understand  it,  the  majority  of  those  com- 
plaints coming  in  to  offices  in  every  State  involve  the  IRS. 

It  would  be  interesting  for  you  to  pool,  with  the  permission  of  the 
individual  taxpayers,  those  complaints  and  examine  them  and  see 
how  valid  they  are.  You  have  got  25  Senators,  25  offices.  You  could 
really  look  at  the  complaints  coming  into  your  offices  in  a system- 
atic way  and  do  not  treat  it  as  an  individual  thing,  but  look  at  it 
and  see  if  there  are  patterns  and  trends.  Get  the  Senate  Finance 
Committee  looking  at  that. 

Senator  Conrad.  Well,  I would  just  say  that  my  colleague  Sen- 
ator Moymhan  has  just  given  me  something  that  apparently  has 
begun  along  the  lines  of  what  I was  suggesting,  that  is,  a question- 
naire sent  to  taxpayers  who  have  been  dealing  with  the  IRS  to  ask 
them  how  they  have  been  treated. 

Now,  perhaps  Senator  Moynihan  can  tell  us  when  this  was  insti- 
tuted. 

Senator  Moynihan.  I believe  just  in  August. 

Senator  Conrad.  Just  in  August. 

Senator  MOYNIHAN.  Yes.  So  we  can  follow-up  on  your  idea. 

Senator  Conrad.  Well,  I tell  you,  I know  this  is  effective.  Not 
only  does  the  taxpayer  have  a chance  to  give  feedback,  but  the  per- 
son who  is  going  out  there  to  audit  knows  that  they  are  going  to 
be  “audited.”  That  has  a real  way  of  affecting  behavior. 

The  Chairman.  We  are  running  out  of  time.  We  have  got  several 
members  still  needing  to  ask  questions,  and  we  have  several  panel- 
ists. So.  I must  move  on. 
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Senator  Grassley.  Could  I have  30  seconds  just  on  this  point? 
Mr  Burnham  brought  up  that  they  are  now  putting  out  a question- 
naire of  this  type.  This  is  another  example  of  so  many  good  ideas 
coming  out  of  the  IRS  just  since  the  IRS  Restructuring  Commission 
has  been  studying  and  making  suggestions,  because  in  our  legisla- 
tion on  page  36  we  call  for  this  same  survey.  So  it  is  nice  that  the 
IRS  is  waking  up,  but  they  are  waking  up  because  we  are  doing 
our  oversight  and  not  because  they  are  good  ideas. 

The  Chairman.  Senator  Nickles. 

Senator  NiCKLES.  Mr.  Chairman,  thank  you  very  much. 

Mr.  Burnham  mentioned  that  he  thought  that  this  was  the  first 
time  in  the  history  of  the  Senate  that  we  have  actually  had  1Kb 
oversight. 

Mr  Burnham.  By  the  Senate  Finance  Committee. 

Senator  Nickles.  By  the  Senate  Finance  Committee.  1 would 
guess  that  there  might  have  been  some  when  we  have  had  commis- 
sioners  nominated  and  come  before  the  Senate,  but  Mr.  Chairman, 
I would  certainly  think  that  this  should  be  possibly  a recurring  ac- 
tivity, whether  it  is  annual  or  by  each  Congress. 

But  I think  there  is  a lot  of  legitimate  necessity,  frankly,  to  have 
oversight  over  all  government  agencies,  and  certainly  the  1Kb,  be- 
cause it  is  one  of  the  most  important  and  it  is  also  one  of  the  scar- 
iest for  our  constituents.  It  is  one  that  our  constituents  fear  most. 
So  I compliment  you  for  doing  it,  and  I hope  that  we  do  it  regu- 


I will  say  also  the  very  fact  that  we  are  having  these  hearings, 

I have  been  besieged.  I have  had  Congressmen  calling  me  saying, 
“I  have  something  I would  like  for  you  to  expose.”  I have  had  con- 
stituents come  up  and  say,  “I  have  got  a horror  story.  I just  read 

one  that  was  about  15  pages.  . , 

Actually,  the  letter  came  from  a person  that  I have  been  in  busi- 
ness with  for  years,  or  actually  did  some  of  our  work  in  my  pnvate 
sector  days.  He  was  talking  about  the  relationship  with  an  1Kb 
agent.  This  is  an  accountant.  He  has  been  in  business  for  35  years, 
telling  me  about  a horror  story  about  an  abusive  IRS  agent.  He 
said,  he  had  dealt  with  hundreds  of  agents  over  the  years  and 
never  had  a problem  like  the  one  that  he  described. 

I mentioned  in  my  comments  yesterday,  I do  not  have  any  doubt 
that  most  all  of  the  102,000  IRS  employees  do  an  outstanding  job, 
but  on  occasion  there  are  some  people  that  abuse  their  power.  1 
think  we  have  to  have  some  means  of  rectifying  that  situation.  1 
think  I heard  Mr.  Schriebman,  maybe  in  your  comments,  you  men- 
tioned some  actions  that  could  be  taken  against  the  IRS  it  they 
have  been  abusive.  Could  you  mention  a couple  of  those  again. 

Mr  Schriebman.  Yes.  Right  now,  the  Taxpayer  Bill  of  Rights, 
the  first  version,  under  Section  7430  of  the  Code  provided  mone- 
tary damages  against  IRS  people  who  violate  the  provisions  of  t e 
Internal  Revenue  Code.  But  they  do  not  violate  the  provisions  o 
the  Internal  Revenue  Code  very  often.  What  they  violate,  are  their 
internal  manuals,  press  releases,  things  like  that.  See,  those  are 
not  considered  law  under  Section  7430.  , 

I want  to  see  an  amendment  to  Section  7430  that  does  three 
things.  Number  one,  provides  taxpayer  damages  for  violation  of  in- 


ternal manuals  and  internal  procedures,  because  they  are  taught 
those. 

Number  two,  I would  like  to  see  some  punitive  damages,  because 
there  is  only  one  place  in  the  Internal  Revenue  Code  where  there 
are  punitive  damages,  and  that  is  for  Privacy  Act  violations.  There 
are  not  any  punitive  damages  for  violating  basic  taxpayer  rights. 

Also,  I would  like  to  see  the  ceiling  raised.  It  was  raised  in  the 
Taxpayer  Bill  of  Rights  II  from  $100,000  up  to  $1  million.  I do  not 
think  there  should  be  really  a limit  on  that. 

Senator  NICKLES.  All  right.  Let  me  thank  you  for  those  sugges- 
tions. 

Mr.  Burnham,  you  mentioned  something  in  your  opening  com- 
ments that  kind  of  made  me  step  back.  You  mentioned  histori- 
cally— and  Ms.  Davis,  you  might  want  to  comment  on  this  too,  or 
any  of  you — that  there  have  been  some  abuses  by  the  IRS  by  pre- 
vious administrations. 

I think  you  referred  to  the  Hoover  Administration  and  the  Navy 
League,  you  mentioned  FDR,  I also  think  you  mentioned  President 
Kennedy,  President  Nixon.  I do  not  know  if  you  mentioned  LBJ  or 
not.  Are  all  those  correct,  that  you  have  uncovered  evidence  that 
maybe  the  administrations  have  abused  the  IRS? 

Mr.  Burnham.  Absolutely.  The  IRS  has  been  used  for  political 
purposes  on  quite  a regular  basis. 

Senator  Nickles.  Let  me  bring  it  up  a little  closer.  You  touched 
kind  of  briefly  on  Reagan,  Bush,  ana  I do  not  know  if  you  men- 
tioned Clinton  or  not.  Did  you  find  evidence  that  the  Reagan  Ad- 
ministration or  the  Bush  Administration  used  the  IRS  for  political 
purposes? 

Mr.  Burnham.  During  the  Reagan  Administration  there  were 
several  groups  that  were  opposed  to  the  Reagan  Administration  po- 
sition in  Central  American  who  were  audited.  Now,  whether  that 
was  political  harassment,  they  believed  it  was.  An  audit  happens, 
and  it  may  be  done  for  a good  reason. 

There  was  also  a very  interesting  case  during  the  Reagan  Admin- 
istration, and  I am  sure  President  Reagan  had  nothing  to  do  with 
this,  where  a group  of  teachers  in  Minnesota  formed  an  organiza- 
tion to  promote  the  idea  of  Darwinism,  of  evolution.  They  asked  for 
tax-exemption,  and  they  got  a really  incredible  letter  back  from  the 
IRS  saying,  who  are  you  to  say  Darwinism  is  right?  Are  you  going 
to  show  the  other  side?  An  IRS  lawyer  was  apparently  a Creation- 
ist and  felt  very  strongly  about  it,  and  wanted  this  other  side. 

Now,  these  people  had  it  together  and  they  went  to  their  Sen- 
ator. It  was  a Republican  Senator,  I believe,  from  Minnesota  at  the 
time.  He  wrote  a letter,  and  the  thing  disappeared.  But  this  kind 
of  thing  happens. 

Senator  Nickles.  But  be  careful,  because  there  are  allegations 
being  made  on  this  administration  and  I have  not  really  heard,  and 
I was  here  during  the  Reagan  and  Bush  Administrations,  but  I 
have  not  heard  anyone  say  that  either  of  those  two  administrations 
audited  their  enemies. 

Ms.  Davis? 

Ms.  Davis.  I just  want  to  add  a quick  historical  note  because  it 
is  important  to  understand  what  really  happened.  The  two  in- 
stances with  which  I am  most  familiar  are  t.he  Kennedv  era  abuses 
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and  the  Nixon  era  abuses.  In  the  Kennedy  era  the  IRS  had  a pro- 
gram called  the  Ideological  Organizations  Audit  Project.  It  was 
quite  a mouthful  to  say. 

In  the  Nixon  years,  it  was  called  the  Special  Services  Staff,  or 
the  SSS.  These  were  the  entities  inside  the  IRS  that  performed  the 
political  targeted  audits,  if  you  will.  But  it  is  very  important  to  un- 
derstand that  both  of  these  organizations,  from  the  historical 
record  that  does  exist,  did  not  come  about  as  the  result  of  someone 
at  the  White  House  directing  the  IRS  to  do  this. 

In  both  cases,  the  evidence  that  I see  indicates  that  the  IRS  in 
the  Kennedy  era  listened  to  a news  conference  that  President  Ken- 
nedy held  in  which  he  railed  about  the  problems  of  the  right  wing, 
and  we  had  to  do  something  about  these  tax-exempt  organizations, 
and  by  gosh,  the  only  way  to  control  them  is  through  the  IRS.  It 
was  shortly,  if  not  immediately  thereafter  that  the  IRS  internally 
created  this  organization.  No  one  directed  them  to. 

They  were  reacting  to  a perceived  need  of  the  administration. 
The  same  thing  happened  with  the  Special  Services  Staff,  which 
was  launched  in  1969,  quite  some  time  before,  if  you  look  at  the 
archival  evidence,  the  term  “enemies  list”  became  in  vogue  in  the 
White  House. 

They  did  it  as  a result  of  Congressional  hearings  in  which  con- 
cerns were  raised  about  activities  of  extremist  groups  across  Amer- 
ica, and  IRS  bureaucrats  got  together,  hunkered  down,  and  said, 
well,  gosh,  we  can  do  something  about  that  here.  That  is  the  most 
important  point  I make  when  I talk  about  whether  or  not  the  Clin- 
ton Administration  or  any  administration  is  conducting  political 
audits. 

It  is  not  as  simple  as  the  White  House  calling  the  commissioner 
and  saying,  go  get  these  guys,  because  if  there  is  a perception  in- 
side the  IRS  that  this  it  the  type  of  activity  the  administration 
wants  to  protect  its  budget,  to  protect  itself  from  this  kind  of  scru- 
tiny, then  the  IRS  may  very  well  do  it  on  their  own.  It  does  not 
take  direction  from  the  White  House.  The  IRS  has  the  power  on 
their  own  to  do  it.  There  is  nothing  to  stop  them  from  doing  it  now. 

Mr.  Schriebman.  Senator  Nickles,  may  I just  make  one  point? 

Senator  Nickles.  Yes. 

Mr.  Schriebman.  I would  like  you,  if  you  have  some  time,  to  re- 
view an  article  in  the  Washington  Times.  I do  not  know  when  it 
came  out,  but  it  is  Volume  434.  I have  copies  for  the  committee. 
It  talks  about  people  who  have  gotten  judgments  against  the  IRS 
and  the  IRS  keeps  appealing  and  appealing  and  wearing  them 
down  so  they  do  not  have  to  ever  pay  anything.  That  is  a very  in- 
sightful article  that  I would  direct  your  attention  to. 

Senator  Nickles.  All  right.  I appreciate  that. 

Also,  Mr.  Schriebman,  you  mentioned  one  other  thing.  You  said 
you  thought  we  should  change  the  section  in  the  Code  that  allows, 
is  it  a district  manager? 

Mr.  Schriebman.  District  director. 

Senator  Nickles.  Director.  To  be  able  to  seize  assets. 

Mr.  Schriebman.  Yes. 

Senator  Nickles.  Right  now,  he  is  able  to,  over  his  signature, 
seize  assets  whether  it  is  a paycheck,  a home,  a car,  or  other  as- 
sets? 


Mr.  Schriebman.  The  IRS  does  not  need  his  signature  to  go  after 
a car,  a paycheck,  or  a business.  The  Code  is  specific.  In  cfrder  tn 
ake  a home,  just  a home,  a residence,  the  revenue  officer  cannot 
do  ft  without  his  signature.  But  I know  of  no  case  where  a revenue 
signer  h3S  gone  t0  a DD  a»d  the  District  DinS^hS  refused  to 

aL°r  ^ICKLES-  In  some  areas  of  the  country  they  have  had  a 

Mavbefis^ha  6SS  you  ,wouId  cal1  jt>  seizures  rates  than  in  other 

MM?  ScHRiERMATf  °f  m°re  ,agPSRive  district  directors? 

S";  SCHRIEBMAN.  I would  only  have  to  assume  so,  Senator 

thoritv^r  th1*  “if'  y0U  saying  they  shou,d  not  have  that  au- 

8°  thr0“gh  * T“  Court  b"f»re 

Mr.  Schriebman.  Yes,  that  is  what  I am  saying.  Let  them  go  to 
a Tax  Court  or  an  independent  forum  in  order  for  them  to  be^ble 
to  seize  anything,  but  let  the  taxpayer  have  a notice  and  a rieht 
to  be  heard  under  the  5th  amendment  nght 

Senator  Nickles.  All  right.  Thank  you. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Senator  Moseley-Braun. 

f-Lanpa,t0r  MrLEY'B™  Thank  y°u,  Mr.  Chairman.  I want  to 
hank  you  and  congratulate  you  for  convening  these  oversight  hear 

tafe  to  tt1I'SihbSOl!UtalycaPPr0pn?te  that  this  committfe  under- 
take to  provide  this  kind  of  oversight.  It  is  certainly  Dart  of  mir 

si  v/!o  the^  puWic*  gena-aUy!y  “ “ imp0rtant  in  0rto  *»  be  "*spo„- 
fWV£Uld  ta*ke  issue  with  Burnham.  Mr.  Burnham  suggested 
the  IRS  TthinffthT  Keard  fr7  ?Ur  constituents  have  to  do  with 

sarsif' wort  °r  the  <■  *•  b-»“ 

1 think  the  point  has  been  made  that  the  taxes  are  what  we  Dav 

p7whPo°wnrWeX?KCt?PQnS  as,a  society>  and  that  most  of  the  peo 
nerfni^  7k  f the. IRS  are  honest>  hardworking  individuals  who 
Pa  °riL1  an  lmP°rtant  community  service. 

same  ,time>  1 know  taxpayers  view  with  horror  the  pros- 
Pf,Ct  of  havmg  to  come  in  contact  with  the  IRS,  and  we  do  have  a 
fi.t  °I  d7CU  tief  £®tting  through.  The  citizens  generally  are  con- 
and  UpS6t  about  the  mystery  associated  with  the  IRS  the 
ability  g Capnclousness  of  what  they  do,  and  the  lack  of  account- 

I think  if  there  is  one  level  of  objection  that  we  hear  the  most 
about,  it  is  that  nobody  can  figure  out  how  to  get  through  the  maze 

getPa7answer0r  h°W  t0  gCt  through  to  where  they  need  to  go  to 

I have,  and  I am  going  to  pass  this  on  to  the  people  from  the  IRS 
here,  again,  a constituent  issue  from  Fannie  Woods  about  her  mili- 
tary retirement.  She  goes  A through  Z of  steps  that  she  took  to  trv 

h°nneC=LC  e a pr?bl7  7th  tbe  IRS>  that  she  could  not  get  inform^ 
tion,  she  even  traveled  to  Kansas  after  being  told  that  that  is 

7*LC°U  d be  re?olve.d>  °nly  to  be  told  that  Kansas 
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She  has  gotten  different  phone  numbers.  Even  this  letter  is  di- 
rected to  two  different  places. 

So  people  do  not  know  where  to  go,  they  do  not  know  who  to  talk 
to,  they  do  not  know  how  to  get  through  the  process,  and  they  wind 
up,  in  her  case,  having  a bank  account  levied  over  a military  retire- 
ment. Military  retirement.  This  is  somebody  who  had  a service-con- 
nected retirement,  and  had  to  go  through  what  seems  like,  just  to 
be  charitable,  a catch  22. 

Having  said  that,  I want  to  focus  in  on  Section  7430  and  what, 
if  anything,  we  can  do  about  it.  It  is  always  easy  to  talk  about  the 
apocryphal  stories,  but  the  question  is,  how  can  we  make  this  proc- 
ess work  better? 

I was  looking  at  Section  7430(a),  which  has  to  do  with  the  cost 
on  appeal.  Assuming  for  a moment  that  a taxpayer  goes  through 
the  process  and  goes  to  Kansas  when  they  could  have  gone  to  the 
hometown,  or  makes  phone  calls  and  cannot  get  through,  has  to 
hire  a tax  preparer  or  a tax  assistant  or  an  accountant  to  go 
through,  has  to  order  back  copies  of  credit  card  bills,  or  whatever. 

Section  7430  does  not  allow,  on  the  face  of  it,  for  those  costs  to 
be  recovered  if  they  go  through  the  process  and  win  and  it  is  deter- 
mined, after  administrative  appeal,  or  alternatively  after  going  to 
court,  that  the  taxpayer  really  was  right,  they  had  paid  their  taxes, 
they  had  done  an  honest  job  of  it,  they  had  done  the  right  thing, 
and  they  were  not  liable  for  the  lien,  the  levy,  or  for  the  collection 
action  that  had  been  charged,  and  somebody  had  done  something 
wrong  with  the  computer. 

Assuming  that  happens  and  the  person  appeals  and  wins,  to 
what  extent  can  these  costs  of  the  accountants,  of  the  tax  assist- 
ants, of  the  travel,  of  even  attorneys  fees — the  section  provides  for 
a $75  an  hour  attorney  fee. 

Mr.  Schriebman.  Which  was  raised. 

Senator  Moseley-Braun.  Right.  And  not  to  put  down  legal  as- 
sistance, but  you  cannot  get  legal  assistance,  even  a paralegal,  for 
$75  an  hour. 

So  assuming  you  go  through  the  process,  you  were  right  to  begin 
with,  you  have  gone  through  the  aggravation,  your  mental  health 
cannot  ever  be  compensated  for,  but  certainly  your  trips  to  Kansas, 
your  telephone  bills,  your  tax  assistant’s  costs,  your  accountant’s 
costs,  and  your  legal  fees  ought  to  be  recoverable. 

So  my  question  is,  how  can  we  provide  taxpayers  with  some  as- 
surance that  if  they  go  through  all  of  this  and  they  are  right,  that 
they  will  not  be  further  burdened  and  out  of  pocket  for  the  costs 
associated  with  getting  justice  done  to  them? 

Mr.  Schriebman.  Well,  it  just  so  happens  that  I was  at  the  Gov- 
ernment Printing  Office  yesterday,  and  something  told  me  I had 
better  get  a copy  of  the  Taxpayer  Bill  of  Rights  II,  that  I might 
need  it. 

First  of  all,  7430  was  amended  by  the  Taxpayer  Bill  of  Rights  es- 
sentially to  do  two  things,  raise  the  hourly  from  I think  $75  to 
$110,  which  you  are  not  going  to  find  anyone  competent  for  $110 
these  days.  So,  I think  that  is  unrealistic. 

I think  if  you  are  going  to  put  some  teeth  into  the  7430,  you 
should  not  put  any  dollar  amount  at  all,  the  rate  should  be  the  pre- 
vailing professional  fee  in  the  community. 
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Number  two,  you  have  got  a ceiling  here  that  you  had  in  Tax- 
payer Bill  of  Rights  I,  which  I think  was  $100,000  and  was  raised 
to  $1  million  in  the  TBR  II.  But  you  do  not  get  it,  as  you  said.  You 
are  100  percent  right.  You  do  not  get  it  for  every  dollar  of  profes- 
sional fees  or  costs  that  you  incur  because  it  starts,  I believe,  at 
the  appellate  level. 

So  the  exhaustion  of  the  administrative  rights,  Senator,  you  have 
to  either  get  or  ask  the  IRS  to  give  you  an  appellate  conference; 
you  have  to  request  an  appellate  conference.  It  starts  with  the  ap- 
pellate conference. 

Anything  that  you  have  incurred  prior  to  an  appellate  con- 
ference, you  are  out  of  pocket  and  I think  that  is  wrong,  I think, 
the  money  that  you  have  incurred  for  an  unjust  audit  should  be 
awarded.  Of  course,  in  a collection  action  you  do  not  get  an  appel- 
late conference. 

Senator  Moseley-Braun.  Would  it  be  possible  to  break  this 
down  and  give  some  additional  authority  to  the  appeals  entity  at 
the  administrative,  as  well  as  at  the  court  level?  That  is  to  say,  if 
at  the  administrative  level  an  individual  could  recoup  his  or  her 
cost  of  defending  him  or  herself,  that  might  provide  some  balance 
in  the  situation. 

You  have  unlimited  resources  on  the  IRS  side,  and  the  taxpayer 
is  out  of  pocket.  Sometimes  I think  that  may  go  to  the  heart  of  why 
people  feel  so  burdened,  because  they  cannot  in  all  cases  continue 
to  meet  those  costs  on  an  ongoing  basis. 

Mr.  Schriebman.  You  are  100  percent  right,  Senator.  The  couple 
of  flaws  in  7430  are,  number  one,  when  it  kicks  in.  It  should  kick 
in  from  the  beginning  when  you  are  contacted  by  the  service, 
whether  it  is  an  audit  or  a collection  matter.  I think  the  ceiling 
should  be  raised  way  beyond  $1  million.  After  all,  as  the  old  joke 
said,  $1  million  does  not  buy  what  it  used  to. 

The  attorneys’  fee  provision,  the  accountants’  fee  provision,  there 
should  not  be  any  ceiling  at  all,  it  should  be  whatever  the  prevail- 
ing fee  is  in  your  particular  community.  Now,  maybe  in  Mississippi 
$110  an  hour  is  the  going  rate.  Where  I come  from  it  is  a little 
higher.  But  it  is  an  unrealistic  dollar  amount  and  I do  not  think 
it  should  hinge  on  whether  or  not  you  get  an  appellate  conference. 
I think  it  should  start  from  the  initial  IRS  contact  letter. 

Senator  Moseley-Braun.  Ms.  Davie? 

Ms.  Davis.  Can  I respond  to  that  by  sort  of  issuing  a challenge 
back  to  you,  the  entire  Senate  Finance  Committee.  I think  it  would 
be  interesting  if  you  would,  as  a body,  as  the  IRS  to  provide  you 
with  detailed  information  on  the  number  of  cases  of  taxpayers  who 
have  challenged  the  IRS  and  who  have  been  successful  in  their 
challenge  against  the  IRS  who  have  actually  been  paid  by  the  court 
system. 

I can  tell  you  that  I did  some  background  work  with  60  Minutes 
on  the  piece  they  did  last  week,  and  one  of  the  things  they  told  me, 
is  this  is  a question  that  they  repeatedly  asked  the  IRS,  and  the 
IRS  simply  refused  to  respond  to  their  request  for  that  information. 
But  the  IRS  could  not  refuse  you. 

So,  because  we  the  American  people  cannot  get  that  information, 
my  guess  is  you  are  not  going  to  find  very  many  taxpayers  who 
have  ever .heen.caid,. ....  ....... 


Senator  Moseley-Braun.  Well,  I thank  you. 

Mr.  Chairman,  I would  like  to  ask  the  service,  and  we  can  per- 
haps continue  with  this  tomorrow,  if  they  would  give  us  some  num- 
bers, not  only  on  the  number  of  audits  that  are  initiated,  but  the 
extent  to  which  they  go  on  further  in  the  process,  and  then  the  ex- 
tent to  which  taxpayers  are  able  to  recoup  at  least  even  the  costs 
that  are  presently  authorized  after  the  conclusion  of  the  appeals 
process.  If  we  can  get  those  numbers  for  our  next  set  of  hearings, 

I think  it  would  be  very  helpful  to  this. 

The  Chairman.  You  will  have  that  opportunity  tomorrow  when 
the  representatives  of  the  IRS  will  be  here. 

Senator  Moseley-Braun.  Well,  if  they  are  here,  that  way  they 
will  not  come  and  say,  well,  we  will  have  to  get  back  to  you.  It 
would  be  really  helpful  to  get  it,  if  they  could  work  on  that  today 
in  preparation  of  the  hearing  tomorrow.  Thank  you. 

The  Chairman.  Senator  Hatch  has  asked  for  30  seconds  to  make 
a correction. 

Senator  Hatch.  I just  want  to  correct  the  record.  To  correct  the 
example  I used  in  my  earlier  comments,  the  taxpayer  did  not  go 
to  the  Tax  Court  to  have  the  interest  that  was  assessed  abated. 
Unfortunately,  this  case  began  before  the  Taxpayer  Bill  of  Rights 

II  allowing  the  tax  court  review  was  effective.  So  it  is  a very  unjust 
case  and  something  that  I think  would  upset  most  people  who 
looked  at  it  fairly.  Thank  you,  Mr.  Chairman. 

Senator  Moseley-Braun.  Mr.  Chairman,  30  seconds  indulgence 
before  Senator  Kerrey.  If  someone  would  take  Ms.  Woods’  case  and 
take  a look  at  this,  because  it  really  is  kind  of  a nightmare  and  I 
would  like,  if  they  would  get  started  on  this  I would  appreciate  it. 

The  Chairman.  All  right. 

Senator  Moseley-Braun.  I do  not  know  who  from  the  service  is 
here,  but  if  someone  could  take  this.  Thank  you  very  much. 

The  Chairman.  Senator  Kerrey. 

Senator  Kerrey.  Mr.  Chairman,  one  of  the  things  I would  point 
out  is  that  one  purpose  of  oversight  is  to  answer  the  question, 
“What  should  the  law  be?”  I mean,  we  are,  in  the  main,  writers  of 
laws.  There  are  laws  governing  the  Internal  Revenue  Service  today 
and  I am  prepared  to  argue  strenuously  that  those  laws  need  to  be 
changed. 

Senator  Grassley  and  I have  introduced  legislation  that  has  in  it 
a long,  detailed  section  dealing  with  many  things  that  I have  heard 
the  panel  discuss  having  to  do  with  taxpayer  protection  rights,  new 
penalties  on  the  IRS,  new  rights  for  the  taxpaying  citizen. 

We  have  a section  dealing  with  accountability  that  gives  us  a 
greater  capacity  to  do  our  oversight.  I mean,  one  of  the  problems 
is,  we  just  do  not  get  a sufficient  amount  of  information  across  the 
board  to  know  what  is  going  on  over  there. 

In  that  section  we  deal  with  the  funding  of  the  date  change  to 
the  year  2000,  which  is  a huge  problem  and  could  create  enormous 
friction  between  the  IRS  and  taxpayers.  We  deal  with  the  complex- 
ity of  the  Code  as  well.  Very  often  we  are  the  people,  as  Senator 
Sdpynihan  indicated  the  other  day,  responsible  for  creating  com- 
p\ejdty  in  the  Code  and  difficulty  as  a consequence  for  administer- 
ing the  Code. 


We  are  not  always  as  good  as  we  were  this  year  in  enacting  tax 
legislation  early.  It  is  not  uncommon  to  pass  a tax  law  around  here 
late  in  October  or  early  in  November,  well  into  the  filing  season, 
creating,  obviously,  some  difficulties  with  filling  out  taxes. 

We  have  a section  on  electronic  filing,  which  I believe  offers  enor- 
mous potential  for  reducing  costs  and  increasing  service.  The  rate 
of  errors  with  electronic  filing  is  less  than  1 percent,  with  a 25-per- 
cent error  rate  in  the  paper  environment. 

We  do  have  a section  as  well  on  governance,  as  well  as  senior 
management  policy.  There  is  considerably  less  authority  with  the 
commissioner  in  making  management  decisions  and  management 
policy  decisions  than  meets  the  eye,  though  I know  that  some  re- 
gard the  governance,  I think  one  of  the  panel  members  said,  as 
window  dressing.  I think  it  is  a critical  issue. 

We  saw  with  the  Social  Security  Administration,  with  the  new 
administrator  that  was  nominated  by  the  President,  already  a will- 
ingness to  be  independent  of  the  President  and  say  this  is  the  prob- 
lem, this  is  the  situation. 

I would  love  to  see  an  IRS  commissioner  at  some  point  in  time 
say,  great  tax  idea,  Mr.  President,  great  tax  idea  Senator 
Blowhard,  but  this  is  what  it  is  going  to  cost  the  taxpayer,  this  is 
what  it  is  going  to  do  to  our  capacity  to  be  able  to  get  the  job  done. 
So  this  independence,  in  my  judgment,  is  a critical  issue  in  order 
to  be  able  to  get  accountability  to  the  taxpayer. 

Again,  in  the  interest  of  time,  I appreciate  very  much  the  panel 
taking  the  time  and  exposing  yourself  to  come  up  here  and  be  wit- 
nesses. I would  appreciate  very  much  if  you  could  look  at  the  legis- 
lation that  Senator  Grassley  and  I have  introduced,  S.  1096,  and 
all  these  various  sections  and  just  get  back  to  us  and  give  us  your 
constructive  input  as  to  how  to  make  this  proposed  law  even  better 
based  upon  your  vast  amount  of  personal  experience  in  this  area. 

Senator  Moynihan.  Mr.  Chairman,  could  I just  say  one  word 
here. 

The  Chairman.  Senator  Moynihan. 

Senator  Moynihan.  Would  it  not  be  a special  moment  when  a 
commissioner  of  the  Internal  Revenue  Service  came  before  this 
committee  and  said,  that  provision  is  too  complex,  nobody  can  un- 
derstand it,  we  will  never  be  able  to  enforce  it? 

Senator  Kerrey.  Yes. 

The  Chairman.  Well,  I want  to  express  my  appreciation  to  all 
three  of  you  for  being  here  today.  I think  the  discussion  this  morn- 
ing has  been  very  helpful.  It  is  only  a beginning.  We  look  forward 
to  your  continued  advice  and  assistance. 

Mr.  Schriebman.  It  is  an  honor,  Senator. 

Ms.  Davis.  Thank  you. 

Mr.  Burnham.  Thank  you. 

The  Chairman.  I would  now  like  to  ask  our  next  panel,  Father 
Ballweg,  Mrs.  Hicks,  Mrs.  Jacobs,  Mr.  Savage,  to  join  us  at  the  wit- 
ness table. 

Now,  I would  point  out  to  the  members  of  the  committee  that  we 
will  hear  now  from  four  taxpayers  about  their  experiences  in  deal- 
ing with  the  IRS.  There  is  a common  theme  in  three  of  these  cases: 
the  inability  of  the  IRS  to  perform  a simple  administrate  vp  task 
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and  the  lack  of  will  by  the  IRS  to  correct  the  problem.  Then  a pa- 
rade of  horror  is  unleashed  against  the  taxpayer. 

We  will  hear  from  Monsignor  Lawrence  Ballweg,  how  he  was  un- 
able to  get  a copy  of  his  tax  filing  within  a reasonable  time  so  that 
he  could  respond  to  the  IRS  allegation  that  he  owed  thousands  of 
dollars  of  tax. 

We  will  hear  from  Mrs.  Katherine  Hicks  how  the  IRS  was  unable 
to  send  her  a bill  for  the  out-of-court  settlement  she  made  with  the 
IRS  almost  a decade  ago. 

Because  of  the  IRS  mistake  and  its  inability  to  track  her  account, 
Mrs.  Hicks  has  been  subjected  to  tax  liens  against  her  house,  levies 
against  her  husband’s  wages.  She  even  took  the  drastic  step  of  fil- 
ing for  bankruptcy  and  divorce  to  try  to  escape  from  the  heavy 
hand  of  the  IRS.  She  is  accompanied  today  by  her  husband,  Mr. 
James  Hicks. 

We  will  also  hear  from  Mrs.  Nancy  Jacobs  how  the  IRS  was  un- 
able to  straighten  out  the  employer  identification  number  for  her 
husband  Dr.  Barry  Jacobs’  optometry  practice.  Their  case  spans  17 
years,  with  the  Jacobs  being  subjected  to  liens,  interest,  and  pen- 
alties for  someone  else’s  taxes. 

Each  of  these  taxpayers  attempted  to  deal  with  their  problem  in 
good  faith  for  an  extended  period  of  time.  The  IRS  made  little  effort 
to  resolve  their  problems.  Instead  of  treating  them  as  customers, 
they  were  treated  as  if  they  were  tax  cheats. 

Now,  let  me  repeat.  The  problems  were  created  by  the  IRS’s  in- 
ability to  perform  a simple  administrative  task  and  the  lack  of  will 
to  correct  the  problem.  If  these  had  been  credit  card  disputes,  they 
would  have  been  resolved  expeditiously.  It  is  telling  that  these 
cases  were  resolved  when  this  committee  and  the  media  began  to 
probe. 

The  fourth  case  we  will  hear  about  is  in  many  ways  even  more 
disturbing.  It  did  not  start  with  an  administrative  error.  We  will 
hear  that  the  IRS  intentionally  went  after  Mr.  Tom  Savage  and  his 
company  to  collect  taxes  owed  by  an  unrelated  business.  Faced 
with  a choice  between  saving  his  business  or  fighting  the  IRS,  Mr. 
Savage’s  company  paid  $50,000  in  taxes  that  it  did  not  owe.  I find 
this  absolutely  indefensible. 

I want  to  thank  each  of  our  witnesses  for  taking  the  time  to  come 
before  the  committee  today.  I will  now  administer  the  oath  to  each 
of  you  and  I will  ask  you  each  to  respond  separately.  Will  you 
please  rise  and  raise  your  right  hand. 

[Whereupon,  the  five  witnesses  were  duly  sworn.] 

The  Chairman.  Mr.  Hicks? 

Mr.  Hicks.  I do. 

The  Chairman.  Mrs.  Hicks? 

Mrs.  Hicks.  I do. 

The  Chairman.  Mr.  Savage? 

Mr.  Savage.  I do. 

The  Chairman.  Monsignor  Ballweg? 

Monsignor  Ballweg.  I do. 

The  Chairman.  Mrs.  Jacobs? 

Mrs.  Jacobs.  I do. 

The  Chairman.  Thank  you,  and  please  be  seated. 

We  will  now  ask  you,  Mrs.  Hicks,  to  proceed  with  your  testimony. 
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STATEMENT  OF  KATHERINE  LUND  HICKS,  APPLE  VALLEY,  CA, 
ACCOMPANIED  BY  JAMES  HICKS 

Mrs.  Hicks.  Thank  you,  Chairman  Roth  and  members  of  the 
Senate  Finance  Committee.  Thank  you  for  allowing  me  this  oppor- 
tunity to  appear  here  this  morning  to  relate  to  you  my  experience 
with  the  Internal  Revenue  Service. 

Like  many  women  who  have  gone  through  a divorce,  I was  the 
one  stuck  with  the  tax  bill  for  our  last  joint  return  for  the  tax  year 
1983.  The  IRS  assessed  that  return  for  additional  taxes  of  $7,000, 
but  sent  all  the  notices  to  my  former  spouse.  Unfortunately,  it  took 
him  over  a year  to  notify  me  of  the  assessment. 

I immediately  contacted  the  IRS.  The  IRS  had  ceased  to  be  will- 
ing to  examine  my  records  and  was  demanding  that  I pay  them 
$16,000  instantly.  At  the  time,  my  former  spouse  was  earning  in 
excess  of  $40,000  a year  as  a glazer  and  had  no  dependents.  My 
income  was  approximately  $15,000  a year  as  a newly-hired  bank 
employee,  with  a dependent  14-year-old  daughter.  For  the  2 years 
following  my  divorce,  I was  financially  destitute.  I had  just  man- 
aged to  get  an  apartment,  a real  home  for  the  two  of  us. 

I mention  this  to  remind  you  good  people  that  when  an  IRS  col- 
lection procedure  gets  out  of  control,  the  victim  of  that  collection 
still  has  to  deal  with  all  the  other  traumas  of  their  life. 

An  honest  collection  by  the  IRS  with  no  snafus  of  an  amount  ac- 
tually owed  is  incredibly  stressful  in  itself.  Therefore,  it  is  critical 
that  the  IRS  not  be  allowed,  whether  by  design  or  accident,  to  pur- 
sue taxpayers  for  erroneous  debts.  At  present,  there  are  no  effec- 
tive protections  against  this. 

In  my  case,  I had  to  file  a Tax  Court  petition  to  force  the  IRS 
to  examine  my  records,  which  I did  in  1988.  This  is  not  unusual 
if  the  IRS  does  not  get  a response  to  early  requests  for  records  and 
I did  not  feel  resentful  or  persecuted. 

However,  it  did  cause  problems  and  added  to  my  stress.  I had  to 
use  my  rent  money  to  pay  the  accountant  and  lawyer,  and  so  I lost 
my  apartment.  My  daughter  and  I were  reduced  to  sharing  a 
rented  room.  I consoled  myself  with  the  thought  that  we  had  sur- 
vived worse,  and  we  would  get  another  apartment  later. 

It  is  important  to  note  here  that  my  ex-husband  was  not  a party 
to  this  petition  in  Tax  Court.  We  settled  out  of  court  and  the  IRS 
agreed  to  a reduced  tax,  from  $7,000  to  $2,709,  a reduced  total  de- 
mand from  about  $16,000  to  approximately  $3,500. 

I went  to  the  meeting  in  July  1988  to  sign  the  agreement  and, 
checkbook  in  hand,  prepared  to  pay  the  amount  in  full  at  that  time. 
The  IRS  refused  my  payment  until  they  had  sent  me  a bill,  because 
they  would  not  have  anywhere  to  credit  the  money  without  the  bill. 
They  claimed  they  needed  time  to  calculate  the  exact  interest  due. 

I wanted  the  payment  properly  credited,  I wanted  this  to  go  well 
and  to  be  permanently  resolved.  I thought,  in  a few  weeks  I will 
have  a bill.  But  the  IRS  said  that  the  bill  would  take  6 months  to 
prepare  and  arrive  no  later  than  January  1989.  Six  months. 

I recall  asking  if  I was  going  to  be  charged  interest  for  the  6- 
month  waiting  period,  and  the  IRS  attorney,  through  my  account- 
ant, said  no,  the  interest  would  be  calculated  through  the  date  of 
the  agreement  and  as  long  as  I paid  it  right  away  in  January, 
there  would  be  no  additional  interest. 
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He  said  it  would  be  about  $3,500  total.  I never  understood  why 
they  could  not  just  whip  out  their  calculator  right  then  and  there 
and  tell  me  what  I owed  and  get  this  whole  thing  over  with.  The 
bill  never  came.  In  February,  1989  I started  calling  the  IRS,  asking 
where  it  was. 

I called  the  Fresno  office  and  they  suggested  I also  call  Laguna 
Nigel.  Both  offices  had  no  record  of  any  taxes  owed  by  me.  I found 
this  hard  to  believe.  I wanted  to  be  absolutely  certain  they  were 
correct.  I wanted  to  remarry  and  I did  not  want  to  bring  this  tax 
bill  into  the  marriage. 

I called  both  offices  again  in  March  and  again  before  July.  I was 
told  the  same  thing,  that  I owed  nothing  for  1983.  I asked  for  a 
receipt  or  something  to  show  this  was  paid,  because  I was  simple- 
minded  enough  to  believe  this  was  a reasonable  request. 

The  IRS  employees  all  said  that  they  “don’t  do  that.”  I had  to 
take  the  word  of  the  IRS  that  I owed  nothing,  and  in  this,  I had 
no  choice. 

At  the  time,  I was  not  aware  that  my  account  had  been  set  up 
on  a separate  bookkeeping  system  to  which  the  IRS  employees  with 
whom  I spoke  did  not  have  ready  access.  It  works  like  this.  When 
you  file  a tax  return  it  is  recorded  in  a master  file.  This  is  what 
the  IRS  clerks  pull  up  on  their  computer  when  you  call  and  ask  if 
you  owe  money. 

However,  at  some  point  in  1989  the  IRS  split  the  master  file  of 
our  joint  1983  return  and  transferred  separate  assessments  into 
two  non-master  files  in  each  of  our  individual  names  and  respective 
Social  Security  numbers.  This  was  due  to  the  fact  that  I had  gone 
to  tax  court  and  my  ex-husband  had  not.  The  IRS  set  up  separate 
accounts. 

These  non-master  files  do  not  show  up  on  the  computer  when  the 
IRS  clerks  check  a taxpayer’s  Social  Security  number  for  a balance 
owed.  According  to  the  attorney  who  explained  this  to  me  in  1997, 
the  master  file  continues  to  exist,  but  may  show  a zero  balance 
until  the  IRS  recombines  those  accounts. 

It  will  then  reflect  the  correct  amount  owed  according  to  the 
agreement.  Until  that  happens,  every  time  the  IRS  clerk  pulled  up 
my  or  my  joint  signer’s  Social  Security  number  they  would  see  a 
zero  balance  owed  and  conclude  that  no  taxes  were  due. 

To  add  to  the  confusion,  there  is  no  notation  in  this  master  file 
that  it  has  been  split.  Therefore,  there  is  no  way  for  the  IRS  clerk 
to  know  that  you  might  have  an  outstanding  collection  in  a non- 
master file. 

As  a result,  I was  repeatedly  told  by  the  IRS  clerks  that  I owed 
nothing.  So  far  as  I know  to  this  very  day,  these  accounts  have  not 
been  recombined  and  the  master  file  continues  to  exist  with  a zero 
balance,  while  the  non-master  files  show  a balance  owed. 

Yet  the  IRS  has  been  aware  of  this  error  at  least  since  I notified 
them  of  it  earlier  this  year,  if  not  even  earlier.  I have  made  re- 

eated  requests  of  the  IRS  to  recombine  these  accounts  ever  since 

learned  of  the  problem.  As  far  as  I know,  it  has  not  been  done. 

It  is  incredible  to  me  that  non-master  files  are  allowed  to  co-exist 
with  master  files  at  all.  It  creates  two  accounts  under  the  same 
nmne,  with  the  same  Social  Security  number  that  can  reflect  con- 
flicting balances  due.  for  the  camp  few  uoqi*  fm*  Ueo 


Such  a practice  substantially  increases  the  potential  for  error 
and  confusion  inside  the  IRS,  while  simultaneously  making  it  im- 
possible for  a taxpayer  to  get  reliable  information  from  the  IRS. 
The  taxpayer  either  gets  conflicting  information,  or  in  my  case,  con- 
sistent but  incorrect  information. 

Every  day  the  taxpayer  is  unable  to  get  accurate  information 
from  the  IRS  about  a balance  owed  is  another  day’s  interest  added 
to  the  debt.  Even  while  the  taxpayer  is  wandering  around  in  this 
IRS  maze  of  multiple  accounts,  the  clock  never  stops  running.  This 
is  incredibly  frustrating  and  unfair  to  any  taxpayer. 

Unable  to  overcome  this  obstacle  to  compliance  through  no  fault 
of  the  taxpayer,  he  or  she  is  charged  penalties  as  well  for  their  fail- 
ure. Much  of  my  misery  was  caused  because  the  IRS  could  not  ac- 
curately answer  the  simple  question,  how  much  money  do  I owe? 
As  far  as  I know,  that  condition  has  not  changed. 

To  add  to  the  confusion,  my  former  spouse  telephoned  my  fiancee 
to  complain  that  he  had  paid  the  tax  and  now  the  IRS  was  after 
him  for  it  again.  He  refused  to  share  his  records  with  me,  but  his 
story  and  the  IRS  story  both  matched.  Still,  I had  no  independent 
records  to  prove  either  one. 

I requested  his  payment  records  from  the  IRS  in  1988,  records 
to  which  I believed  I was  entitled.  I made  a second  request  for 
those  records  in  1997.  The  IRS  has  refused  me  these  records,  or 
even  a statement  as  to  their  content. 

Why,  if  my  joint  signer  has  never  paid  anything  on  this  tax,  is 
the  IRS  hiding  that  information  from  me?  How  can  I know  for  cer- 
tain what  my  liability  is  without  the  records  of  my  joint  signer? 
Perhaps  he  has  paid  nothing.  But  if  that  is  so,  then  their  refusal 
to  share  that  information  with  me  makes  no  sense. 

Mr.  Chairman,  I did  everything  humanly  possible  to  obtain  cor- 
rect information.  I made  every  attempt  to  get  this  tax  paid  and 
every  conceivable  request  for  some  kind  of  record  to  evidence  what 
the  IRS  was  telling  me.  I know  of  nothing  else  I could  have  done. 

So  after  being  wrongfully  informed  that  there  was  nothing  owed, 
I remarried  in  July  1989.  I carried  on  business  with  the  IRS  with- 
out incident,  and  my  new  husband  and  I filed  a joint  return  in 
1990  and  received  a refund.  We  were  not  convinced,  of  course,  that 
if  I owed  any  money  to  the  IRS,  the  IRS  would  never  have  issued 
a refund.  So  now  we  were  confident  that  the  IRS  information  was 
correct.  It  was  not. 

In  September  1990,  without  any  notice  and  without  our  knowl- 
edge, the  IRS  filed  a tax  lien  against  me.  On  December  19,  1990, 
the  first  lienholder  on  our  home  sued  us  as  a result  of  that  Federal 
tax  lien  in  the  sum  of  $6,161.41.  The  lender  threatened  to  call  our 
loan  if  we  did  not  immediately  get  the  IRS  lien  released. 

We  would  have  lost  our  home,  a home,  by  the  way,  that  my  new 
husband  bought  for  himself  6 years  before  he  ever  laid  eyes  on  me. 
So  the  real  damage  was  being  done  to  him,  an  entirely  innocent 
spouse.  All  of  this,  after  I had  been  so  careful  to  pester  the  IRS  re- 
peatedly for  a bill  and  had  been  repeatedly  told  that  no  money  was 
owed. 

Worse  than  that,  the  lien  did  not  reflect  the  terms  of  our  earlier 

SpfflpmP'nt  aoTPPmpnt.  TVip  f.av  lipn  rpflpcfprl  an  nccpccmput  nparlv 
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twice  that  of  the  IRS  agreement,  and  the  IRS  refused  to  discuss 
that  fact  with  me. 

Meanwhile,  the  assessment  was  ripening  and  it  had  gone  up  to 
over  $8,000.  I tried  to  reopen  my  tax  case  and  was  told  that  the 
Federal  Tax  Court  did  not  enforce  out-of-court  settlements  made 
with  the  IRS.  How  convenient  this  is.  Only  the  taxpayer  is  held  to 
the  agreement,  not  the  IRS.  I was  adamant  that  this  was  just  mor- 
ally wrong.  I was  very  upset. 

I fought  this  collection  for  two  reasons.  One,  because  based  on  in- 
formation provided  by  the  IRS  itself  I sincerely  believed  I owed 
nothing,  and  two,  because  I believed  the  IRS,  even  if  they  intended 
to  collect  twice,  was  obligated  to  calculate  my  collection  in  accord- 
ance with  our  agreement. 

My  new  husband  contacted  the  revenue  officer  who  had  filed  the 
lien.  The  revenue  officer  informed  my  husband,  and  later  me,  that 
he  had  my  former  spouse’s  file  right  here  on  my  desk,  and  he  knew 
that  my  former  spouse  had  paid  the  taxes,  but  that  it  was  not  rel- 
evant because  these  were  separate  collections. 

He  insisted  that  if  we  wanted  my  former  husband’s  payments  to 
offset  my  liability  we  would  have  to  produce  those  records.  Other- 
wise, we  would  have  to  pay  it  again;  the  duplicate  payment  would 
balance  the  IRS  books,  and  he  would  help  us  file  for  a refund  of 
the  overage.  Imagine  my  new  husband’s  frustration  at  the  prospect 
of  effectively  paying  $8,000  that  we  believed  had  already  been  paid. 

At  this  point,  which  was  early  1991,  I requested  a problems  reso- 
lution officer  who,  after  some  inquiry  into  my  account,  came  to  the 
conclusion  that  I,  indeed,  did  not  owe  anything  for  the  1983  taxes 
and  that,  once  she  got  written  confirmation  of  this  from  the  Fresno 
office,  she  could  get  everything  abated  to  zero.  Meanwhile,  she 
said,  the  IRS  agent  should  stop  collection  activity,  which  he  did 
not. 

However,  I thought,  great,  this  is  all  going  to  be  straightened  out 
soon.  I was  wrong.  A few  days  later  she  called  me  and  informed 
me  that  the  IRS  Fresno  office  had  changed  its  mind  about  provid- 
ing her  with  the  necessary  documents,  and  without  those  there  was 
nothing  she  could  do. 

I made  one  final  attempt  at  reasoning  with  the  collection  agent. 
He  merely  repeated  that  he  knew  the  tax  had  been  paid  and  he 
knew  I did  not  owe  the  money,  but  it  did  not  matter.  The  only  way 
to  get  rid  of  the  tax  lien  was  to  pay  the  $8,000,  whether  we  owed 
it  or  not. 

The  collection  agent  then  offered  to  assist  us  with  regard  to  the 
refund  application.  He  knew  we  were  being  sued  by  the  bank  be- 
cause the  IRS  was  a co-defendant,  so  he  just  refused  to  do  anything 
and  let  the  bank  force  us  to  pay  what  we  did  not  owe.  With  the 
bank  about  to  call  the  loan,  we  had  no  choice  but  to  pay  the  IRS 
demand  in  full. 

Mr.  Chairman,  although  I am  giving  you  a rather  general  de- 
scription of  these  events  for  the  sake  of  overall  continuity,  it  is  im- 
portant for  me  to  tell  you  that  both  my  husband’s  and  my  own 
physical  and  emotional  well-being  suffered  tremendously  under  the 
constant  strain  of  these  repeated  attempts  to  get  the  IRS  to  honor 
their  agreement  and  collect  only  what  I owed. 


It  was  physically  exhausting.  We  almost  never  slept.  Every  con- 
versation had  to  be  memorialized  in  a letter.  There  were  the  visits 
to  the  attorneys  and  the  accountants,  their  bills,  and  their  depress- 
ing advice:  pay  it,  it  is  cheaper  than  fighting,  and  the  very  real 
prospect  of  losing  our  home  to  the  bank  if  they  called  the  loan. 

You  do  not  eat,  you  do  not  sleep,  you  are  afraid  to  talk  too  much 
to  each  other  for  fear  you  will  take  it  out  on  your  spouse.  If  you 
do  talk,  it  is  about  the  IRS.  We  were  newlyweds.  I cannot  describe 
the  guilt,  knowing  that  I had  brought  my  new  husband  into  this. 

My  parents  became  so  concerned  for  my  health  that  they  cashed 
in  a retirement  CD  and  loaned  us  the  money  to  pay  the  IRS.  Since 
they  were  living  on  a fixed  income,  this  was  a big  deal  for  them 
to  do.  I know  they  made  sacrifices  to  do  this.  It  was  a selfless  act 
of  love. 

On  February  21,  1991,  we  handed  the  collection  agent  a cashier’s 
check  for  the  entire  amount  they  demanded,  $8,194.73.  Please  keep 
in  mind,  the  original  underlying  tax  was  $2,709,  and  that  the  origi- 
nal amount  due  was  supposed  to  be  no  greater  than  $3,500.  The 
balance  was  interest  that  accrued  from  July  1988  to  February 
1991,  a period  of  18  months. 

In  that  time  frame,  the  bill  that  I could  not  get  anyone  to  give 
me  to  pay  nearly  tripled  from  the  original  amount.  I was  forced  to 
pay  $4,500  for  their  mistakes.  In  exchange  for  this  payment  we 
were  given  a Certificate  of  Release  of  Federal  Tax  Lien. 

My  cashier’s  check  reflected  my  name,  my  Social  Security,  the 
tax  year  to  which  it  was  being  applied,  1983,  as  well  as  my  Tax 
Court  docket  number.  In  other  words,  the  IRS  had  everything  it 
needed  to  properly  credit  the  payment.  I could  not  have  made  it 
any  clearer  where  to  apply  the  proceeds  of  the  check. 

In  February  of  1992,  a letter  arrived  from  the  IRS  office  in  Mary- 
land signed  by  a woman  with  the  authoritative  title  of  Chief,  Ac- 
counting Branch.  The  letter  said  the  IRS  had  received  a payment, 
and  if  we  had  made  this  payment,  please  send  the  IRS  a copy  of 
the  check  with  an  explanation,  which  we  did. 

We  also  asked  her  in  that  letter  not  to  refund  the  money  or  any 
portion  of  it  unless  she  first  made  sure  neither  of  us  owed  any 
money  anywhere,  for  any  year.  In  March  1992,  we  received  an  un- 
signed IRS  form  letter  indicating  that  the  payment  had  been  ap- 
plied to  our  1990  joint  return. 

I actually  telephoned  the  IRS  and  asked  about  this  and  was  told 
simply  that  if  the  Accounting  Branch  determined  that  there  were 
no  taxes  owed  for  any  year,  the  only  way  to  refund  the  money  was 
to  credit  it  to  the  most  recent  tax  year.  In  other  words,  they  could 
not  credit  the  payment  to  my  1983  tax  year  unless  there  was  a bal- 
ance due. 

Therefore,  we  logically  concluded  that  the  Accounting  Branch  did 
what  we  asked,  checked  out  our  taxes,  found  nothing  owed,  and 
was  merely  refunding  us  the  overpayment  in  accordance  with  their 
own  bookkeeping  system.  We  had  absolutely  no  reason  to  think 
that  the  refund  was  in  any  way  erroneous. 

In  November  of  1996,  nearly  5 years  later,  out  of  the  blue,  with- 
out so  much  as  one  prior  notice,  we  received  a certified  letter  from 
the  IRS  containing  a Notice  of  Intent  to  Levy.  The  particulars  of 
the  tax  being  levied  were  identical  to  the  particulars  of  the  tax  lien 
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that  had  been  released  in  1991.  For  reasons  unknown  to  us,  they 
changed  their  mind  and  wanted  more  money  again.  Why? 

I telephoned  the  agent  who  sent  the  letter  and  was  told,  it  was 
a different  assessment,  because  even  though  everything  else  was 
identical,  the  tax  year,  the  amount,  the  assessment  date,  there  was 
an  “N”  after  my  Social  Security  number  on  this  assessment  and, 
therefore,  I had  to  pay  it  again.  The  “N,”  I later  learned,  is  a tag 
for  non-master  file.  Remember  those,  the  separate  collections  that 
nobody  seems  to  know  about?  Well,  this  was  one  of  them. 

Whether  the  IRS  failed  to  close  it  at  the  time  we  paid  it  in  1991 
or  whether  they  reopened  it  because  they  wanted  to  get  the  refund 
back  they  gave  us  in  1992,  does  not  really  matter  much  to  me. 
Whichever  one  occurred,  the  fact  remains  the  IRS  made  yet  an- 
other error.  Once  again,  they  demanded  that  I balance  their  books 
and  pay  for  their  mistakes. 

How  many  times  was  this  going  to  happen,  I wondered?  A tax 
attorney  informed  me  that  my  Release  of  Lien  was  meaningless, 
adding,  the  IRS  refiles  these  all  the  time.  I cannot  tell  you  how 
many  people  come  in  here  clutching  these  things,  Release  of  Lien, 
for  dear  life,  thinking  that  they  offer  some  kind  of  protection. 

He  stated  the  Taxpayer  Bill  of  Rights  did  not  allow  the  IRS  to 
collect  interest  from  the  taxpayers  based  on  its  own  errors,  and 
even  suggested  that  I write  to  my  Congressman,  but  cautioned  me 
not  to  expect  a significant  outcome  because  “they,”  Congress,  he 
meant,  “cannot  really  do  anything.  Congress  is  less  than  effective 
when  dealing  with  the  IRS  on  behalf  of  taxpayers.” 

I gave  problems  resolution  another  try.  This  time  they  were  less 
an  advocate  for  me  than  an  arm  of  the  IRS  collection  office.  It  was, 
in  fact,  the  problems  resolution  officer  who  told  me,  you  know,  you 
kept  a refund  to  which  you  knew  you  were  not  entitled,  and  her 
tone  of  voice  was  not  friendly;  keeping  a refund  that  you  know  you 
are  not  entitled  to  is  a crime.  She  demanded  I pay  back  the  refund. 
So  much  for  the  problems  resolution  office. 

After  a brief  hospitalization  for  surgery  resulting  from  a freeway 
pileup  that  totaled  our  car,  my  husband  resumed  work  in  January 
1997,  only  to  discover  that  while  he  was  recovering  from  surgery 
the  IRS  had  levied  against  his  salary.  My  husband  would  be  al- 
lowed to  keep  $18  a week  to  support  me  and  the  children  for  ap- 
proximately two  months. 

Anyone  entering  a grocery  store  today  knows  that  is  tantamount 
to  condemning  us  to  a soup  kitchen  for  our  meals.  Two  months  of 
being  unable  to  meet  our  other  financial  obligations  would  have 
sent  us  into  bankruptcy  and  foreclosure.  Again,  the  innocent 
spouse  was  going  to  be  published  for  my  old  tax  problem. 

To  protect  his  ability  to  provide  for  his  children  and  myself,  my 
husband  set  up  a separate  residence  in  San  Clemente  and  filed  for 
divorce  on  February  3,  1997.  In  California,  the  day  you  file  for  a 
divorce  your  salary  is  your  sole  and  separate  property.  The  IRS  ig- 
nored that  fact  and  left  the  levy  in  place. 

In  an  unusual  determination,  the  county  refused  to  comply  with 
the  second  levy  and  my  husband’s  income  was  safe.  However,  his 
retirement  fund  was  not.  That  was  community  property,  and  we 
fully  expected  the  IRS  to  swoop  in  the  next  day  and  take  the  whole 
thing. 


So  on  the  5th  of  February,  1997,  I filed  bankruptcy  to  stop  the 
IRS  long  enough  for  us  to  figure  out  what  to  do  about  this,  lhe 
bankruptcy  notice  was  hand  delivered  the  same  day. 

The  following  day,  the  IRS  notified  me  that  my  Schedule  Cs  for 
1993  1994,  and  1995  were  questionable  and  asked  me  to  recon- 
sider them.  We  took  this  as  a thinly  veiled  threat  to  pumtively 
audit  our  returns.  The  IRS  refiled  the  lien  for  which  I had  a re- 
lease. We  discovered  this  in  March  of  1997.  I am  informed  that  this 
is  common  practice. 

The  liens  threatened  my  husband  s residence,  which  was  his  sep- 
arate property,  but  the  IRS  ignores  this  in  community  property 
States.  I have  been  informed  that  the  liens  would  survive  the  bank- 
ruptcy, as  all  liens  do.  So  even  though  this  was  his  sole  and  sepa- 
rate property,  it  was  possible  the  IRS  would  take  it. 

My  now  widowed  mother  could  not  bear  watching  us  go  through 
this  and  took  out  a loan  against  her  retirement  so  we  could  pay  the 
IRS  and  get  this  over  with.  However,  my  husband  and  I knew  that 
paying  the  demand  would  never  resolve  this.  We  tried  that  in  1991. 
They  would  screw  this  payment  up  too,  and  in  a few  years  be  back 

for  more,  with  interest.  , , . „ ,,  , 

We  needed  closure,  some  way  to  end  this  forever.  Since  the  real 
problem  occurred  back  in  1989  and  the  IRS  never  correctly  set  up 
my  account  for  $3,500,  and  because  every  penny  over  that  amount 
was  a result  of  their  own  error,  we  determined  that  under  the  Tax- 
payer Bill  of  Rights  provision  that  the  IRS  could  not  make  us  pay 
interest  for  their  mistakes.  We  should  not  owe  more  than  $3,500. 

If  we  could  get  the  IRS  to  correct  their  errors,  we  should  be  able 
to  pay  $3,500  and  be  done  with  it.  So,  that  is  what  we  did.  We 
made  a directed,  voluntary  payment  of  $3,500.  We  put  the  rest  of 
the  money  in  a CD  in  case  the  IRS  swooped  in  to  destroy  us  unan- 
nounced. We  waited.  , . . , , 

Our  lives  are  now  forever  altered.  Joint  tenancy,  joint  bank  ac- 
counts, joint  tax  returns  are  no  longer  a part  of  our  life.  We  will 
pay  additional  taxes  every  year  as  a result.  Our  confidence  in  the 

integrity  of  the  IRS  has  been  completely  shattered 

This  year  we  got  a refund  on  our  1996  taxes,  and  it  sits  m a CLt, 
as  does  the  $3,500  that  the  IRS  recently  returned  to  us  without 
any  explanation.  We  do  not  dare  cash  refund  checks  anymore.  My 
credit  is  completely  destroyed,  and  my  husband’s  credit  is  seriously 
damaged.  We  will  suffer  the  effects  of  this  IRS  collection  for  the 

rest  of  our  lives.  . , Tt)CI  , , , 

I originally  wrote  to  you,  Mr.  Chairman,  because  the  IKS  should 
not  be  above  the  law.  Couples  should  not  have  to  divorce  because 
of  the  IRS.  Once  you  became  involved,  the  IRS  released  all  ol  the 

liens  and  sent  us  the  $3,500  back.  , ..  , 

Senator  Roth,  your  effort  saved  us  from  being  forced  to  live  apart 
and  preserved  our  ability  to  provide  for  our  children  and  for  this 
we  will  be  forever  grateful.  However,  the  conduct  of  the  lKo  re- 
mains  the  same,  and  for  thousands  of  other  taxpayers  there  is  no 
help.  Ours  is  a hollow  victory  if  the  IRS  is  allowed  to  continue  this 

type  of  conduct.  , , „ 

People  tell  us  how  terrified  they  would  be  to  do  what  we  have 
done.  They  are  convinced  that  the  IRS  will  target  us  for  punitive 
audits.  One  person  put  it  this  way  when  she  learned  we  had  writ- 
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ten  to  Congress.  She  said,  that  is  like  painting  a bull’s  eye  on  your 
chest  and  giving  the  IRS  a loaded  gun.  She  believes  the  IRS^will 

IZr*0!?^8’  fi1  d S°me  jj3/  get  back  at  us  in  retaliation.  Mr. 
Lnairman,  she  could  very  well  be  right. 

, The,  I®®  18  Jury>  and  executioner,  answerable  to  none.  We 
So?..*"!?  ?“r  experience  is  isolated.  For  over  10  years  the 

IRS  has  conducted  itself  as  a legalized  extortion  operation,  willing 

knowTs^otowT6  ^ t0  m°ney’  even  that  which  they 

agencf{  °f  the  U.S.  Government  allowed  such  sweeping  au- 

RtaninJl  k*  granted,t?  the  IRS  should  be  held  to  the  highest 

i 3?d  \njegrity-  The  IRS  is  not  Th°se  of  us  sub- 

ject to  that  authority  should  be  guaranteed  an  accessible  and  effec- 

f0r  ltS  arUSe’  ?nd  we  are  not  Tt  is  a disgrace  to  our 
Nation  that  an  arm  of  our  democratic  government  is  allowed  to  be- 
have as  if  it  were  an  extension  of  a police  state. 

I hope  that  Congress  can  act  to  end  this  National  shame  Thank 
you  for  allowing  me  this  time.  nanK 

The  Chairman.  Thank  you. 

[Applause] 

The  Chairman  The  committee  will  please  be  in  order. 

* ft  I thank  you  for  being  here  today.  I apologize  and  re- 

gret that  you  and  your  husband  have  been  put  through  this  kind 

d "ot  happen’ and  is  ■**- 

Mrs.  Hicks.  Thank  you. 

[The  prepared  statement  of  Mrs.  Hicks  appears  in  the  appendix  1 
te^imonyAII*MAN  NeXt’  1 W°uld  like  to  cal1  on  Tom  Savage  for Ms 

STATEMENT  OF  THOMAS  SAVAGE,  LEWES,  DE 

Mr.  Savage.  Good  afternoon,  Senator.  Thank  you  for  allowing  me 

to  heareourrcasaen  dlstinguished  PeoPle  on  the  P^el,  for  being  here 

My  name  is  Tom  Savage.  I run  a small  construction  management 

th^commHliffeS’f?E  that.mywife  and  I own.  I want  to  thank 
the  committee  for  the  opportunity  to  share  my  story,  which  has 

been  no  less  than  a true  horror  story  for  my  wife  and  me 
We  were  unfortunate  to  have  been  the  subject  of  a zealous  unre- 
lenting, and  abusive  pursuit  by  an  IRS  revenue  officer  with  assist- 

artirDenartmen?  °f  (.heattorneys,  particularly  the  lead  attorney 
IR9  TlTPrtt  °f  Ju!tlce  who  was  charged  with  advising  the 
IKS.  They  were  m a position  to  stop  the  abuse  and  yet  permitted 
it  to  continue,  perhaps  even  causing  much  of  it. 

naprwTtereSt  °£timej  1 wiH  ““Pty  say  that  the  emotional  dam- 
agLdoae  to,my  Wlfe  and  me  outstripped  the  financial  damages  we 
W3S  nu0t  la«ubstantiaL  There  were  many  sleepless 
1 me’  whe”  the  resources  of  the  government  are  un- 
°?  ru’  y0Uuare  ln  trouble,  no  matter  how  good  your  case 

4/  ^ Uke  t0  ^ “ the  Cross-hairs  of  the  IRS- 

t0dr’m  b0Pes  that  by  telling  my  story  and  by  partici- 
pating in  these  heanngs  I might  help  bring  about  the  real  and  last- 


ing changes  at  the  IRS.  For  the  sake  of  other  taxpayers,  I hope  this 
happens. 

The  nightmare  began  when  a subcontractor  of  Tom  Savage  Asso- 
ciates, or  TSA,  my  company,  fell  behind  paying  his  unemployment 
taxes.  The  case  ended  with  an  intense  litigation  in  the  U.S.  District 
Court.  Tom  Savage  Associates  was  forced  to  bring  an  order  to  re- 
cover a payment  check  issued  by  the  State  which  had  been  wrong- 
fully seized  by  the  IRS. 

In  order  to  keep  my  company  afloat,  we  had  to  settle  the  case. 
Much  of  this  offended  our  desire  to  stand  on  principles.  We  allowed 
the  IRS  to  keep  $50,000  of  the  check  that  was  seized  in  order  to 
get  the  case  over  with,  since  the  litigations  were  bankrupting  our 
company  financially  and  us  emotionally. 

We  regret  not  having  pursued  the  case  to  the  end,  but  we  had 
to  save  our  business.  The  government  has  endless  resources  to  drag 
the  case  out,  we  did  not.  In  settling  the  case,  the  government  ex- 
torted $50,000  before  giving  back  the  check.  The  government  attor- 
ney knew  that  it  was  going  to  cost  an  additional  $50,000  to  litigate 
the  case  and  use  it  as  leverage  on  the  IRS  position. 

In  brief,  the  subcontractor  had  tax  problems  that  surfaced  during 
the  period  that  he  was  working  for  my  company,  TSA,  on  a project 
for  the  State  of  Delaware.  Unknown  to  TSA,  the  subcontractor  had 
not  been  paying  his  employment  taxes  for  approximately  1 year  be- 
fore the  project  commenced. 

TSA,  with  the  subcontractor’s  assistance,  was  building  a women’s 
correctional  facility.  The  subcontractor  performed  the  construction, 
while  TSA  oversaw  the  project  and  provided  a performance  bond 
for  the  project. 

Towards  the  end  of  the  job,  the  subcontractor’s  tax  problems 
came  to  light.  The  IRS  investigated  the  subcontractor,  but  quickly 
concluded  that  the  amount  of  taxes  due  were  uncollectible. 

The  revenue  officer,  in  his  zeal,  set  his  sights  on  TSA.  First,  he 
attempted  to  hold  me  personally  responsible  for  the  unpaid  taxes, 
asserting  that  I was  a responsible  person  representing  the  sub- 
contractor. 

This  approach  failed  when  my  tax  advisor  filed  a legal  memoran- 
dum explaining  the  severe  deficiencies  with  this  theory,  so  the  IRS 
then  went  after  my  company.  The  IRS  now  asserted  falsely  that 
TSA  and  the  subcontractor  were  partners,  and  that  the  employees 
of  the  subcontractor  working  on  the  project  were  actually  employ- 
ees of  this  fictitious  association  between  TSA  and  the  subcontrac- 
tor. 

My  tax  advisor  pressed  the  revenue  officer  for  some  authority  for 
asserting  the  existence  of  this  fictitious  partnership  that  he  had  es- 
tablished between  TSA  and  the  subcontractor.  The  revenue  officer 
pointed  to  a non-tax  Delaware  case  that  was  totally  inapplicable. 

Undaunted  by  the  challenge  to  provide  the  authority  in  support 
of  this  fictitious  partnership,  the  revenue  officer  caused  the  IRS  to 
issue  a 30-day  letter  which  proposed  an  assessment  against  the  fic- 
titious partnership. 

We  immediately  filed  a written  protest  with  the  IRS  appeals  offi- 
cer and  eagerly  awaited  an  appeals  conference  to  put  the  case  be- 
hind us.  As  things  turned  out,  we  were  never  given  an  opportunity 
to  present  our  case  to  the  appeals  office. 


While  awaiting  the  appeals  conference  to  be  scheduled,  the  IRS 
seized  a large  check  paid  to  my  company  by  the  State  of  Delaware 
for  the  project.  At  the  time  of  the  seizure,  and  this  is  significant 
there  was  no  assessment  entered  against  either  TSA  or  the  ficti- 
tious partnership  between  TSA  and  the  subcontractor. 

Even  if  there  was  one,  assuming  the  partnership  existed,  which 
is  a generous  assumption  even  for  the  sake  of  the  argument,  the 
only  assessment  on  the  books  allowing  the  IRS  to  enforce  the  col- 
lection was  against  the  subcontractor. 

The  seizure  of  this  check  thus  constituted  a wrongful  levy,  open 
and  shut.  Existing  IRS  revenue  rulings  clearly  hold  that  “assess- 
ment  of  a partnership  on  another  partner  may  not  be  seized  to  sat- 
isfy the  debts  of  another  partner.” 

It  is  a fundamental  principle  of  the  tax  law  that  the  government 
may  not  seize  any  taxpayer’s  property  or  undertake  any  type  of  en- 
forcement action  against  the  taxpayer  until  there  has  been  an  as- 
sessment entered  against  a taxpayer.  For  those  of  you  not  versed 
in  tax  procedure,  an  assessment  is  the  administrative  equivalent  of 
a judgment. 

In  our  case,  the  right  to  be  free  of  the  government  collections  ac- 
tion until  such  time  as  an  assessment  had  been  entered  was  fla- 
grantly violated.  Not  only  was  this  right  violated,  as  will  be  ex- 
*n  a moment,  the  IRS  would  now  later  attempt  to  sweep 
this  fact  under  the  rug  in  U.S.  District  Court. 

Indeed,  the  government  s attorneys  were  so  hell-bent  on  winning 
that  they  waged  a behind-the-scenes  campaign  during  the  proceed- 
ings in  the  District  Court  to  sanitize  the  record  presented  to  the 
judge. 

The  gpvCTnment  requested  an  extension  of  time  to  respond  to  the 
plaintiffs  brief  in  support  of  its  motion  for  summary  judgment 
then  dunng  the  extension  in  an  assessment  against  the  fictitious 
partnership  between  TSA  and  the  subcontractor  by  hand-delivering 
a notice  of  demand  the  Saturday  before  the  government’s  answer 
brief  was  due. 

The  government  attorney  had  the  audacity  to  argue  in  their  an- 
swering brief  that  an  assessment  had  been  entered  against  the  fic- 
titious  partnership,  but  no  mention  was  made  in  the  government’s 
brief  that  the  assessment  was  entered  25  weeks  after  the  IRS 
seized  the  check,  and  literally  days  before  the  answering  brief  was 

abuse?And  theS6  WCre  the  attorneys  we  thou£ht  would  stop  the 

When  we  instituted  the  suit  we  were  convinced  that  the  case 
would  be  resolved  quickly,  that  the  government  would  concede  the 
case  once  it  got  into  the  hands  of  competent  attorneys.  We  guessed 
wrong  The  government  had  my  money  and  it  was  not  going  to  give 
up  without  a fight.  6 B 

Faced  with  this  “win  at  all  costs”  attitude,  we  were  clearly  in  a 
protracted  battle  with  the  IRS.  As  much  as  it  offended  my  wife  and 
me,  we  chose  to  settle  the  case  and  permit  the  IRS  to  keep  $50,000 
ot  the  proceeds.  We  wanted  to  pursue  the  case  to  the  end,  but  to 
do  so  would  have  destroyed  our  business. 

On  top  of  the  $50,000  that  the  IRS  kept,  I had  other  financial 
losses.  Although  my  attorney  reduced  her  fee  substantially,  in  en- 
couraging me  to  settle  the  case  their  fees  were  substantial.  We 


spent  $51,000  in  legal  fees  in  connection  with  this  case.  We  lost  ap- 
proximately $600,000  in  business  during  the  proceedings  with  the 
IRS  in  its  wake. 

Finally,  we  lost  our  sense  of  well-being,  confidence,  and  freedom 
from  government  intervention.  I believe  the  IRS,  the  revenue  offi- 
cers, the  district  counsel’s  attorneys,  and  the  attorneys  with  the 
Tax  Division  of  the  United  States  Department  of  Justice  should  be 
held  accountable  for  their  conduct. 

Unless  abuse  of  this  type  committed  by  the  IRS  and  its  rep- 
resentatives are  met  with  strong  responses  including  legislation  to 
compensate  the  victims  of  these  IRS  abuses,  they  will  continue.  I 
thank  the  committee  for  the  opportunity  to  be  here  today. 

The  Chairman.  Mr.  Savage,  we  thank  you  for  being  here  today. 
Again,  as  I said  to  Mrs.  Hicks,  it  is  hard  to  understand  how  these 
occurrences  do  occur,  and  we  apologize  for  the  problems  you  have 
been  put  through. 

[The  prepared  statement  of  Mr.  Savage  appears  in  the  appendix.] 

The  Chairman.  Now  I would  like  to  call  on  the  very  distin- 
guished Monsignor  Ballweg  for  his  testimony. 

STATEMENT  OF  MONSIGNOR  LAWRENCE  BALLWEG,  NEW 

YORK,  NY 

Monsignor  Ballweg.  Good  afternoon,  Chairman  Roth  and  mem- 
bers of  the  Senate  Finance  Committee.  I found  this  to  be  a very 
interesting  and  educational  experience,  and  I thank  you  for  invit- 
ing me  to  come  here  this  afternoon. 

I am  Monsignor  Lawrence  F.  Ballweg.  I have  been  a priest  in  the 
Catholic  Church  for  over  57  years.  I was  retired  in  1990  at  the 
mandatory  retirement  age  of  75. 

My  mother,  Elizabeth  Ballweg,  died  in  August  1988,  and  in  her 
will  established  a trust,  the  benefits  of  which  go  to  charity.  In  the 
will  I was  named  the  trustee  and,  since  her  death,  I have  faithfully 
and  conscientiously  performed  my  duties  as  trustee.  I have  submit- 
ted an  annual  report  of  the  trust  activities  to  the  IRS  each  year 
without  any  problem  at  all. 

During  the  year  1995,  I made  more  numerous  transactions  than 
in  previous  years.  In  order  to  record  all  the  income  of  the  trust  I 
listed  the  various  items  on  separate  sheets  entitled  “Statement  1,” 
“Statement  2,”  and  so  on,  then  placed  the  totals  in  the  appropriate 
spaces  on  the  IRS  Form  1041. 

I did  this  more  for  the  convenience  of  the  IRS  than  for  my  own 
convenience.  Since  I did  not  pay  a professional  to  prepare  the  trust 
return,  I spent  hundreds  of  hours  collecting  the  necessary  papers 
and  balancing  the  figures.  I asked  for  an  extension  of  time  for  1995 
so  that  I could  be  more  confident  that  the  report  was  as  accurate 
as  possible. 

Two  months  later,  the  return  that  cost  me  so  much  time  and  ef- 
fort was  returned,  requesting  that  I put  all  my  figures  on  the  ap- 
propriate forms  that  were  enclosed. 

My  second  report  was  done  hurriedly  and  returned  on  July  7 to 
make  sure  that  it  reached  the  IRS  office  in  the  few  days  that  were 
allowed.  In  my  hurry  to  return  this  report  on  time  it  may  not  have 
been  done  as  perfectly  as  the  first,  although  the  figures  were  ex- 
actly the  same. 
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I spend  6 months  in  Florida  and  6 months  in  New  York  The  dav 

fr™%Lam^e<Lin  f °n£a’  N°vemhe[  4-  1996,  I received  a letter 
from  the  IRS  Atlanta  office  stating  that  I owed  more  than  $18,000 
in  taxes  and  penalties  for  the  trust. 

Since  I had  left  a copy  of  my  final  report  in  New  York,  I asked 
that  a copy  be  sent  to  me.  I was  informed  that  I had,  first,  to  re- 
apP\“atlon  for  a copy  of  my  report,  and  then  return  the 
application  with  a check  for  $14.  When  the  application  arrived  I 
filled  it  out  and  enclosed  the  check.  1 

r V”  8 -WeejLS  later’  1 received  a form  that  indicated  that 

1 00  104  receive  the  copy  since  my  name,  Lawrence  F.  Ballweg 

was  different  from  the  name  of  the  trust,  which  was  Lawrence  f’ 
Ballweg,  Trustee,  under  the  Will  of  Elizabeth  D.  Ballweg  and  re- 
fl?cte,d  1*“  1 of  Form  1041,  Elizabeth  D.  Ballweg,  my  mother 
who  had  died  8 years  before.  ’ 

onIK^ir°te,a  lonS  dated  January  6,  1997,  explaining  that  I had 
submitted  annual  reports  since  1988  and  that  my  name  was  the 
signature  on  each  report.  At  the  same  time,  I submitted  another 
request  for  a copy  of  my  file.  The  request  was  ignored. 

Instead,  I received  a final  notice  dated  January  20  1997  in 
which  I was  told  that  the  IRS  intended  to  take  steps  to  take  my 

done  soCC°Unt’  aUt°’  ^ °ther  property  if  they  had  not  already 

1 have  read  several  stories  about  threats  of  this  kind  and  how 
they  have  caused  extreme  physical  and  mental  suffering  to  tax- 
payers, and  now  began  to  understand  what  those  stories  meant 
1 must  confess  that  I spent  sleepless  nights  thinking  of  the  pos- 
sible consequences  not  knowing  where  to  turn,  since  by  this  time 
I was  certain  I would  get  no  help  from  the  IRS.  y 

Mr.  Chairman  it  was  at  this  time  that  I heard  of  your  investiga- 
tion into  the  conduct  of  the  IRS.  I immediately  wrote  to  you  and 
received  prompt  action.  CNN  presented  my  case  on  television 
the  next  day  I received  a call  from  an  IRS  taxpayer  advocate 
who  later  received  a copy  of  my  file  and  advised  me  how  to  make 

f "the  ™Zch  24’  1997’  1 reived  notice 

irom  the  IKS  Atlanta  office  that  I did  not  owe  any  tax. 

for  8 months  I lived  in  constant  worry,  if  not  fear,  that  the  trust 
natri^  mothfer  Bad  established  to  help  the  poor  would  be  pe- 
j W!1?t  J can  only  cal1  the  unprofessional,  cal- 

loused and  indifferent  behavior  of  IRS  employees  who  are  devious 

nCVer  t0  ,fgV- their  names  to  any  notice  that  they  send  out 
The  taxpayer  is  dealing  with  people  who  can  do  inestimable  harm 
and  cannot  even  be  identified.  ’ 

I can  only  thank  you,  Senator  Roth  and  the  Senate  Finance  Com- 
mittee, for  trying  to  correct  such  abuses.  I pray  that  as  a result 
conscienhous  citizens  will  be  spared  the  humiliation,  einbarrass- 
much  feai’  and  anxiety  that  1 have  experienced.  Thank  you  very 

foJtwHAIRMAN'  Fa,lhev  Ballweg>  again,  I must  apologize  to  you 
texiTavet  ZtT  ftUt  thr°ngh.  This  is  the  kind  of  treatment  of  a 
texpayer  that  should  never  happen.  While  we  are  glad  that  it  was 

fiJThp  r^olved>  you  should  not  have  had  that  emotional  suffering 
app?nd£  P statement  of  Monsignor  Ballweg  appears  in  the 


The  Chairman.  It  is  now  my  pleasure  to  call  on  Mrs.  Jacobs. 
Would  you  please  proceed? 

STATEMENT  OF  NANCY  JACOBS,  BAKERSFIELD,  CA 

Mrs.  Jacobs.  Good  morning,  ladies  and  gentlemen  of  the  Senate, 
Mr.  Roth.  I just  want  to  say  a quick  word,  that  it  is  a great  privi- 
lege and  honor  to  be  here  today  speaking  to  the  Senate,  something 
I never  thought  I would  ever  do. 

The  Chairman.  It  is  an  honor  to  have  you  here,  and  we  thank 
you  for  coming. 

Mrs.  JACOBS.  Well,  I am  here  on  behalf  of  the  people  of  the  Unit- 
ed States.  I am  not  here  on  behalf  of  any  Democrat  or  Republican, 
and  I want  everyone  to  know  that.  I am  hoping  that  someone  will 
see  our  stories  here  today  will  take  a real  grip  on  what  their  life 
is  all  about  and  give  them  some  hope. 

Chairman  Roth,  Senators  of  the  Finance  Committee,  thank  you 
for  the  opportunity  to  appear  before  you  this  morning  to  present 
my  personal  experience  with  the  Internal  Revenue  Service.  I am 
sorry. 

The  Chairman.  That  is  all  right.  Just  take  your  time. 

Mrs.  Jacobs.  I am  Mrs.  Nancy  Jacobs.  My  husband,  Dr.  Fred- 
erick Jacobs  is  a practicing  optometrist  from  Bakersfield,  Califor- 
nia. We  have  operated  for  approximately  30  years. 

When  my  husband  first  opened  his  practice  in  March  1965  in 
Stockton,  California  he  was  assigned  an  employer  identification 
number,  or  EIN,  for  reporting  purposes  to  the  IRS.  Between  1977 
and  1979,  my  husband  closed  his  practice. 

But  in  November  1979,  he  reopened  in  a new  location  in  River- 
side, California.  We  applied  for  an  EIN  number  at  that  time,  be- 
cause we  were  restarting  the  practice  at  a new  site  and  we  needed 
an  EIN  for  tax  reporting  purposes. 

What  neither  of  us  knew  at  the  time  was  that  the  EIN  is  like 
a Social  Security  number;  it  never  needs  to  be  changed  or  renewed. 
The  original  EIN  from  the  IRS  had  been  assigned  to  us  forever. 

However,  when  we  requested  the  new  EIN  from  the  IRS  it  com- 
plied with  a request  that  the  IRS  provide  us  with  a second  number. 
What  we  did  not  know  at  the  time  is  that  the  EIN  that  the  IRS 
provided  to  us  in  1979  actually  belonged  to  someone  else,  someone 
that  we  would  not  be  aware  of  until  the  year  1992. 

By  March  of  1981,  we  were  unexpectedly  assigned  yet  a third 
EIN  number  from  the  IRS  via  a preprinted  label  on  a quarterly  941 
tax  return.  However,  we  continued  to  use  the  number  we  were  as- 
signed in  1979  on  all  of  our  quarterly  tax  payments. 

In  June  1981,  out  of  the  blue,  without  any  warning,  the  IRS 
placed  a lien  against  us  for  $11,000  for  unpaid  back  payroll  taxes. 
We  could  not  find  anyone  at  the  IRS  that  would  do  us  the  courtesy 
of  checking  into  the  lien  and  to  find  out  who  the  lien  was  for. 

After  attempting  to  deal  with  the  IRS,  my  husband  and  I were 
so  intimidated  by  the  tactics  used  by  the  IRS  that  we  agreed  to  pay 
$250  a week  until  the  balance  was  paid.  For  anyone  who  has  not 
had  to  deal  with  the  IRS  under  such  circumstances,  you  probably 
cannot  understand  why  we  agreed  to  pay  $11,000  that  we  did  not 
owe.  Only  after  having  experienced  what  my  husband  and  I en- 
dured would  you  consider  paying  an  IRS  bill  that  you  did  not  owe. 
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Even  after  the  $11,000  was  paid,  we  continued  to  receive  subse- 
quent liens  from  the  IRS.  My  husband  and  I were  forced  to  comply 
with  these  IRS  demands  under  the  penalty  of  experiencing  further 
enforcement  actions,  with  the  possibility  of  the  IRS  closing  down 
my  husband’s  practice.  We  were  forced  into  debt,  our  credit  was 
damaged,  and  the  mental  stress  was  overwhelming. 

During  all  this  time  we  could  not  convince  anyone  at  the  IRS 
that  we  did  not  owe  these  taxes.  In  fact,  during  one  of  our  visits 
to  the  San  Diego  IRS  office  we  were  flatly  told  by  an  IRS  employee 
that  she  was  too  busy  to  help  us  any  more.  She  refused  any  addi- 
tional assistance  in  straightening  out  our  account  also. 

We  were  then  informed  by  her  supervisor  that  this  matter  would 
be  cleared  up.  It  was  a kind  offer,  but  that  was  all  it  was.  Our 
nightmare  continued.  By  1987,  we  had  received  additional  liens  to- 
talling roughly  $15,000. 

In  1982,  we  did  seek  the  assistance  of  a congressional  represent- 
ative. He  contacted  the  IRS  on  our  behalf,  requesting  that  the  IRS 
stop  all  collection  efforts  and  for  them  to  contact  us  in  an  effort  to 
straighten  out  the  problem. 

We  did  hear  from  the  IRS  in  1982,  and  we  met  with  someone 
from  the  Laguna  Nigel  office  who  told  us  that  we  had  received  four 
refund  checks.  We  assured  him  that  we  had  only  received  one  for 
approximately  $3,600.  He  promised  that  he  would  get  copies  of  the 
other  checks.  Unfortunately,  he  never  did. 

The  only  consistent  occurrence  over  the  course  of  the  years  was 
the  occasional  appearance  of  the  original  EIN  number  on  notices 
that  we  had  received  from  the  IRS,  while  all  others  reflected  our 
second  EIN  number. 

My  husband  and  I began  to  wonder  exactly  where  the  taxes  were 
going  that  we  had  been  faithfully  paying.  No  one  with  the  Califor- 
nia IRS  office  that  we  contacted  could  explain  it  either.  But  they 
were  adamant  that,  whatever  the  reason,  we  owed  those  taxes. 

By  1987,  we  again  contacted  a congressional  representative, 
seeking  intervention  on  our  behalf.  This  time  we  heard  from  the 
IRS,  but  that  too  led  to  another  dead  end. 

In  1992,  a patient  of  my  husband’s,  a tax  attorney,  agreed  to  re- 
view our  case  and  was  the  one  who  discovered  the  confusing  EINs 
going  back  to  1979.  Someone  with  a name  quite  similar  to  my  hus- 
band's, but  with  an  entirely  different  Social  Security  number, 
shared  the  EIN. 

Back  in  1979,  had  the  IRS  employee  properly  informed  us  that 
we  did  not  need  a “new”  EIN  number,  or  at  least  checked  the  sta- 
tus of  the  number,  this  17-year  nightmare  would  have  been  avoid- 
ed. 

Mr.  Chairman,  since  1992  when  we  first  discovered  the  mistake 
IRS  had  made  my  husband  and  I have  been  trying  to  get  our 
money  back  from  the  IRS,  money  that  was  wrongfully  taken  from 
us  by  the  IRS,  but  to  no  avail.  We  have  never  received  the  money 
from  the  IRS  as  we  had  been  promised.  We  estimate  the  IRS  still 
owes  us  $10,000,  if  not  more,  plus  interest,  stemming  from  the 
wrongful  liens,  penalties  and  interest. 

Only  in  1994  in  an  encounter  with  the  IRS’s  Bakersfield  office 
did  we  meet  the  first  truly  helpful  person  who  was  willing  to  work 
with  us  and  investigate  the  cause  of  our  problem.  We  were  in- 


formed that  our  problem  was,  indeed,  due  to  a clear  case  of  an  erro- 
neous employment  identification  number.  Unfortunately,  this  em- 
ployee became  ill  and  our  case  was  apparently  lost. 

After  yet  another  congressional  inquiry  on  our  behalf  in  1996,  we 
learned  that  our  “lost”  case  was  not  really  lost,  not  at  all,  but  had 
been  referred  to  an  IRS  employee  at  the  IRS’s  Fresno  service  cen- 
ter. Unfortunately,  she  was  not  responsive  to  our  case  and  almost 
another  year  languished  without  any  satisfaction. 

Out  of  sheer  frustration,  my  husband  and  I went  to  our  local 
newspaper  and  told  our  story.  Roughly  two  hours  after  this  story 
appeared,  the  same  IRS  employee  was  on  the  telephone  informing 
us,  “we  discovered  that  you  were  right,”  and  proceeded  to  discuss 
how  our  money  would  be  returned  to  us. 

We  then  received  a fax  from  her  stating  that  all  liens  had  been 
lifted  and  the  IRS  was  at  fault  for  the  incorrect  EIN  number.  How- 
ever, when  this  IRS  employee  extended  her  “sincere  apologies”  in 
writing,  she  did  not  mention  a refund  of  the  money  the  IRS  un- 
fairly took  from  us. 

She  did  state,  however,  “the  liens  previously  filed  under  our  em- 
loyment  identification  number  were  not  correct  and  should  not 
ave  been  on  Dr.  and  Mrs.  Jacobs’  accounts.  The  liens  were  not  for 
their  liabilities.  Within  the  next  6 to  8 weeks,  Dr.  and  Mrs.  Jacobs 
will  be  in  full  compliance  on  all  taxes,  both  individual  and  busi- 
ness.” 

Mr.  Chairman,  both  my  husband  and  I are  certainly  pleased  and 
greatly  relieved  that  this  17-year  confrontation  with  the  IRS  is  al- 
most over,  but  we  cannot  agree  with  the  IRS  that  it  is  completely 
over.  We  would  appreciate  receiving  our  refund  with  the  same  en- 
thusiasm and  speed  with  which  the  IRS  collected  it. 

However,  the  real  reason  I am  here  this  morning  is  to  bring  to 
light  what  my  husband  and  I feel  is  an  attitude  that  permeates  the 
IRS.  It  is  one  of  manipulation  and  control  of  the  taxpayer.  Both  my 
husband  and  I were  met  with  indifference  when  dealing  with  the 
IRS  offices.  IRS  employees  were  not  interested  in  listening  to  us, 
much  less  investigating  our  assertions.  They  assumed  we  were 
guilty,  that  we  did  owe  the  money. 

The  IRS  is  beyond  the  law.  Congressional  inquiries  on  our  behalf 
met  with  only  litnpr  response.  Mr.  Chairman,  an  agency  with  this 
type  of  power  over  American  citizens  requires  someone  to  rid  it  of 
such  abusive  conduct.  My  husband  and  I commend  you  for  the  ef- 
forts here  today  in  accomplishing  that  goal.  Thank  you. 

[The  prepared  statement  of  Mrs.  Jacobs  appears  in  the  appen- 
dix.] 

The  CHAIRMAN.  Well,  let  me  start  out  again  by  thanking  each  of 
you  for  being  here  today.  I know  it  is  not  easy  to  appear  before  a 
Senate  panel,  but  it  is  critically  important,  not  only  from  your 
standpoint,  but  for  the  taxpayer  as  well.  We  are  here  to  learn  and 
each  of  your  testimonies  has  been  extremely  helpful. 

I am  going  to  ask  the  members  of  the  panel  to  try  to  limit  their 
questions,  but  everybody  will  be  given  an  opportunity  to  ask  ques- 
tions. I would  hope  that  they  could  keep  within  a 5-minute  rule, 
everyone  but  Senator  Moynihan  and  me.  [Laughter.] 

The  Chairman.  Mrs.  Hicks. 

Mrs.  Hicks.  Yes,  sir. 
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The  Chairman.  Did  I correctly  understand  from  your  testimony 
that  you  separated  from  your  husband? 

Mrs.  Hicks.  That  is  correct. 

The  Chairman.  Filed  for  divorce. 

Mrs.  Hicks.  That  is  correct. 

The  Chairman.  And  eventually  filed  bankruptcy  because  of  ac- 
tions taken  by  the  IRS. 

Mrs.  HlCKS.  Yes,  sir. 

The  Chairman  Now,  Mrs.  Hicks,  could  you  have  avoided  years 
of  grief  if  the  IRS  had  had  a procedure  to  properly  post  your  ac- 
count and  send  you  a bill  which  you  could  have  paid  in  1988? 

Mrs.  Hicks.  Oh,  yes.  Yes.  I would  say  if  a taxpayer  is  ever  faced 
with  what  I was  faced  with,  and  you  are  told  by  anyone  at  the  IRS 
do  not  pay  us  now,  wait  for  a bill,  do  not  wait  for  a bill.  Send  the 
money  to  the  main  office  and  sit  on  your  canceled  check.  That  is 
what  I wish  I had  done  now.  I should  have  just  paid  it  anyway 
despite  their  advice.  ’ 

The  Chairman.  Let  me  ask  you  this.  Did  you  find  that,  in  gen- 
eral, you  confronted  an  agency  not  interested  in  helping  you  resolve 
your  problem?  How  would  you  have  been  treated  if  you  had  had  a 
glitch  with  a credit  card? 

Mrs.  Hicks.  Well,  that  is  a different  story  because  they  generally 
care  about  whether  or  not  they  actually  collect  the  debt.  I am  no 
longer  convinced  the  Internal  Revenue  Service’s  primary  goal  with 
some  of  us  is  collecting  the  debt.  They  obviously  did  not  want  me 
Pay  this  debt.  I kept  giving  them  the  money,  they  kept  giving 
it  back.  They  did  not  want  the  payments. 

Yes,  a credit  card  company  would  have  taken  my  money  for  sure. 
If  a credit  balance  showed  up  on  my  Visa  card  and  I owed  them 
money  on  another  card  that  they  held,  they  would  snatch  that  cred- 
it balance  over  to  the  balance  due.  I mean,  this  is  silly.  They  could 
have  collected  this  three  times  over. 

The  CHAIRMAN.  One  of  the  important  points,  I think,  to  recognize 
is  that  your  problem  was  not  just  one  employee,  it  was  the  fault 
of  the  system. 

Mrs.  Hicks.  Yes.  Yes. 

The  CHAIRMAN.  How  many  IRS  employees  and  offices  do  you 

• . over  years  that  your  problem  lingered  on 

with  the  IRS? 

,Mrs.  Hicks.  Well,  I would  not  say  I dealt  with  a large  number 
°r  ?.fJices’  quite  a few  employees.  The  list  is  like  three  pages 
of  different  individuals  that  I dealt  with. 

The  Chairman.  Three  pages. 

Mrs.  Hicks.  Yes,  it  is  about  three  pages. 

The  Chairman.  Let  me  ask  you  this.  How  many  times  did  you 
u*y  to  pay  the  taxes  owed  as  a result  of  your  settlement  with  the 
lKo: 

Mrs.  Hicks.  Three.  The  first  time  when  they  would  not  even  take 
my  check,  then  I waited  for  the  bill,  then  when  they  levied  us  the 
tirst  time.  Wnen  they  liened  me  and  the  house  was  threatened,  I 
8 and  then  they  did  not  keep  the  money,  then  recently  again. 
r?f  tlmeR  They  did  not  keep  that  money  either,  by  the  way. 
lhe  CHAIRMAN.  How  many  times  did  the  IRS  tell  you  that  you 
owed  no  tax?  J 


Mrs.  Hicks.  About  six.  About  every  45  to  60  days,  just  that  6 or 
7 months  before  I got  married.  So  five  or  six  times. 

The  Chairman.  Five  or  six  times. 

Let  me  now  turn  to  Mr.  Savage.  Thank  you,  Mrs.  Hicks. 

Mrs.  Hicks.  You  are  welcome. 

The  Chairman.  I see  you  breathing  a sigh  of  relief.  I do  not 
blame  you. 

Mr.  Savage,  is  it  your  testimony  that  IRS  employees  fabricated 
a case  against  you  by  creating  a false  entity  that  linked  your  com- 
pany and  your  subcontractor  in  a partnership? 

Mr.  Savage.  Yes,  sir.  The  internal  revenue  agent  created  a to- 
tally false  company,  Tom  Savage  joint  venture  with  such  and  such 
subcontractor  partnership,  gave  a new  El  number,  established  the 
El  number,  sent  a bill  for  roughly  $177,000  the  first  time,  $138,000 
the  second  time.  He  created  the  company.  It  did  not  exist,  it  does 
not  exist  to  this  day,  and  it  never  existed,  with  my  authority  or 
anybody  else  but  the  internal  revenue  agent  himself.  He  created 
the  company. 

The  Chairman.  Now,  I want  to  be  very  clear  about  this.  Was 
there  any  common  ownership  between  you  individually  or  your 
company  and  the  subcontractor? 

Mr.  SAVAGE.  None  whatsoever.  In  fact,  that  was  the  first  time  I 
had  ever  worked  with  this  man.  I had  been  in  business  approxi- 
mately at  that  time  around  eight  years,  and  this  is  the  first  time 
I ever  had  any  contact  with  this  particular  individual. 

The  Chairman.  Now,  if  that  is  the  case,  why  did  you  settle?  Why 
did  you  settle  with  the  IRS,  allowing  them  to  retain  some  of  the 
funds  that  you  say  you  did  not  owe,  that  they  were  not  entitled  to 
keep? 

Mr.  Savage.  As  I explained  a little  earlier,  basically  what  it 
amounts  to  is  they  seized  a check  of  mine  for  $145,000  imme- 
diately. I had  used  that  money.  Actually,  it  was  set  aside  to  pay 
bills  and  so  forth.  So  right  then  and  there,  I am  out  $145,000  to 
the  Internal  Revenue  Service.  I had  to  pay  off  my  bills. 

In  turn,  I had  a line  of  credit.  I borrowed  $150,000  to  keep  my 
business  going,  paid  interest  on  it  during  that  period  of  time,  paid 
attorney’s  fees  during  this  period  of  time,  trying  to  get  this  case 
settled  for  over  a year  and  a half  or  2 years,  it  has  almost  run. 

In  the  meantime,  anytime  they  send  the  assessments  and  so 
forth  my  attorney  filed  the  proper  papers  to  show  we  did  not  owe 
these  taxes,  it  was  not  our  company,  it  was  a self-created  company 
by  an  internal  revenue  agent.  The  company  did  not  exist  other 
than  through  his  procedure  of  issuing  an  El  number,  and  so  forth. 

The  Chairman.  Now,  as  I understand  what  you  are  saying,  that 
when  they  attached  the  lien  there  was  no  assessment  of  tax  made 
against  you,  individually  or  against  your  company,  and  that  is  con- 
trary to  the  rules  and  regulations. 

Mr.  Savage.  That  is  correct.  There  was  no  assessment  whatso- 
ever on  the  books  against  Tom  Savage  Associates,  or  Francis  T. 
Savage,  me,  personally. 

The  Chairman.  And  you  also  testified  that  it  is  incorrect  to  seize 
the  assets  of  a partner  when  another  partner  is  liable. 
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Mr.  Savage.  That  is  correct.  That  is  the  general  tax  law.  I mean, 
my  attorneys  are  competent  attorneys  in  the  State  of  Delaware  for 
tax  laws. 

The  Chairman.  I would  like  to  call  your  attention  to  an  exhibit 
over  there,  a letter.  This  letter  is  from  the  U.S.  Department  of  Jus- 
tice addressed  to  the  District  Counsel  of  the  Internal  Revenue 
Service. 

In  that  letter,  this  is  the  U.S.  Department  of  Justice  writing  say- 
ing, “Specifically  after  reviewing  the  complaint,  the  motion  for  sum- 
mary judgment,  your  defense  letter,  and  all  the  information  for- 
warded by  revenue  officer,  we  believe  that  the  levy  in  question  was 
wrongful.” 

Mr.  Savage.  That  is  correct.  That  is  the  first  time  I have  seen 
this  morning,  when  it  was  presented  to  me  by  one  of  your  staff. 
The  only  reason  this  letter  has  even  come  about  is  the  fact  that  you 
had  the  authority  to  go  into  the  Justice  Department  and  the  IRS 
and  obtain  this  letter,  or  else  God  knows,  nobody  would  ever  re- 
ceive it.  What  it  amounts  to  is  what  we  were  arguing  all  along. 
From  the  day  they  seized  our  check,  they  had  no  legal  right  what- 
soever to  this  check.  That  was  totally  wrongfully  seized. 

The  Chairman.  Let  me  reemphasize.  What  this  letter  from  the 
Justice  Department  says  is  that  the  levy  in  question  was  wrongful. 
Now,  if  you  had  known  that  was  the  position  of  the  Justice  Depart- 
ment, would  you  have  settled? 

Mr.  Savage.  No  way.  After  all,  look  at  some  of  the  dates.  Our 
case  started  in  the  eighth  month  of  1993  when  we  answered  the 
brief.  As  of  November  1,  these  attorneys  representing  the  IRS  knew 
they  were  legally  wrong.  They  had  been  advised  by  the  Justice  De- 
partment they  are  wrong.  They  kept  this  case  going  on  for  another 
year  and  a half.  They  did  not  care  for  anybody  but  themselves. 

Now,  if  I had  known  this  was  wrong,  no  way  in  the  world.  If  you 
read  further  down,  “We  do  not  believe  that  the  IRS  can  levy  on  a 
partnership  for  unpaid  Federal  taxes. 

In  fact,  we  read  your  defense  letter  to  essentially  concede  that 
the  levy  was  wrongful.”  I mean,  these  people,  here  they  are  getting 
a letter  from  the  Department  of  Justice  telling  them,  you  are  wrong 
going  after  this  man  and  his  money.  But  they  did  not  care.  They 
went  and  continued  to  do  it. 

I hate  to  lose  my  temper,  but  if  you  live  under  this  and  the  pres- 
sures that  we  were  under  to  do  this,  we  have  a business,  we  had 
an  obligation  to  our  subcontractors  to  keep  them  working,  and  so 
forth.  I had  an  outstanding  record.  I had  never  owed  taxes. 

In  fact,  the  first  day  the  gentlemen — I use  the  word  loosely — the 
internal  revenue  agent  came  to  my  house,  we  had  our  home  up  for 
sale  because  we  planned  on  retiring.  I am  69  years  of  age.  Four 
years  this  has  been  going  on. 

I opened  the  door  and  said,  who  are  you?  He  said,  well,  I am 
here  to  collect  the  taxes.  What  are  you  doing,  trying  to  get  out  of 
town  before  you  pay  your  bills?  I said,  what  ails  you?  I do  not  owe 
any  money.  He  explained  what  he  was  there  for.  I said,  well,  come 
,ve^e  ?re  my  books;  look  at  them.  I had  no  attorney  or  anybody 
at  that  time.  I said,  here  are  my  books.  He  looked  them  over  He 
went  over  every  page  that  I had,  and  I kept  all  of  the  records. 


I said,  I do  not  owe  taxes.  He  said,  no,  I checked  on  you.  You 
always  paid  your  taxes  monthly.  I had  never  even  paid  them  quar- 
terly. Federal  taxes  have  always  been  paid  monthly.  He  left,  then 
this  harassment  of  letters  started  and  so  forth  that  I owed  money. 
First  he  tried  to  hold  me  personally  responsible,  then  he  held  the 
corporation  responsible,  then  he  created  a corporation  that  does  not 
exist  and  did  not  exist. 

So,  I mean,  how  illegal  can  they  get?  But  here  they  have.  Like 
I say,  thanks  to  you  today  we  have  a letter  that  says  these  people 
knew  they  were  acting  illegally.  Illegally.  Let  us  stress  that.  They 
knew  it  and  they  deliberately  did  not  care. 

The  Chairman.  So  you  paid  $50,000  you  did  not  owe. 

Mr.  Savage.  That  is  correct,  sir. 

The  Chairman.  You  have  not  been  able  to  be  repaid  for  that,  is 
that  correct? 

Mr.  Savage.  No  way.  In  other  words,  this  case  itself,  up  to  that 
time  and  I will  give  you  a quick  run-down  as  an  example.  My  total 
settlement  costs,  counting  attorney  fees  and  so  forth,  $101,023.05. 

During  the  period  of  time  from  1994  to  1997,  I have  paid  interest 
and  lost  interest  on  my  accounts  to  keep  this  account  going.  For  a 
total  of  over  three  and  a half  years,  the  Internal  Revenue  Service 
has  cost  me  $167,16.32,  and  that  is  as  of  September  of  1997.  These 
people  do  not  care. 

They  have  cost  me  over  $600,000  as  far  as  income.  Right  now, 
I still  have  debts  that  I am  paying  off.  I have  worked  4 years 
longer  than  I planned  to.  When  I retire,  hopefully  by  the  end  of 
this  year,  I am  going  to  have  to  take  out  $80,000  more  to  pay  off 
the  balance  that  I owe  on  this  $167,000.  So  these  people  have  cost 
me  in  excess  of  $250,000,  and  I want  my  money  back. 

The  Chairman.  Thank  you,  Mr.  Savage. 

Now  I would  like  to  turn  to  you,  Father  Ballweg.  Again,  I find 
this  situation  incomprehensible.  Let  me  ask  you  this  question.  You 
probably  do  not  deal  with  credit  cards,  but  if  this  had  been  in  the 
private  sector,  could  your  problem  not  have  been  solved  by  picking 
up  the  telephone? 

Monsignor  Ballweg.  Senator,  this  could  have  been  solved  with 
the  simple  telephone  call  that  I made  to  the  IRS  office  the  day 
after  I received  the  notice  that  I owed  them  $18,000.  I called  and 
I said,  what  is  the  problem?  They  would  not  tell  me.  So  I said  to 
them,  I do  not  have  my  tax  report  or  a copy  of  it  down  here,  it  is 
back  in  New  York. 

I had  thoughts  overnight  of  going  back  to  New  York  just  to  pick 
up  that  thing  so  I would  have  it  before  me.  But  I called  the  next 
day  and  said,  could  you  send  me  a copy  of  the  report.  They  gave 
me  a long  lecture  about  being  conscientious  about  making  out  your 
income  tax  for  the  trust.  He  then  informed  me  that  in  order  to  get 
a copy  of  that  report  that  I had  submitted  I would  have  to  apply 
for  an  application  and  fill  it  out  and  return  it  with  a check  for  $14, 
which  I did. 

I waited  6 weeks  until  I received  a notice  saying  that  I was  not 
entitled  to  a copy  of  it  because  my  mother’s  name  was  on  the  top 
of  the  trust,  Elizabeth  D.  Ballweg,  and  it  should  have  been  Law- 
rence F.  Ballweg  under  the  Will  of  Elizabeth  Ballweg.  But  I had 
sent  in  my  reports  all  these  years  and  my  name  was  on  it. 


94 


95 


They  do  not  sign  anything  at  all,  but  all  they  do  is  highlight 
something.  I had  to  look  to  find  out  what  the  problem  was.  On  the 
back  page  there  was  something  highlighted  that  indicated  that 
since  my  name  was  different  from  my  mother’s  name,  they  could 
not  send  me  a copy. 

So  I sent  a long  letter  back  and  I said,  please  bring  this  to  the 
attention  of  the  supervisor,  because  I thought  it  came  from  some- 
body or  it  would  reach  somebody  who  did  not  know  how  to  handle 
this  kind  of  thing.  So  I said,  bring  this  to  the  attention  of  your  su- 
pervisor. Well,  the  response  to  all  of  that  is  that  I received  the  final 
notice  shortly  after  that,  telling  me  that  they  are  going  to  levy  my 
house,  my  car,  and  so  on.  That  really  scared  the  living  daylights 
out  of  me.  I called  again  and  I was  told  that  it  was  being  reviewed. 
My  case  was  being  reviewed.  But  I wondered  how  it  could  be  re- 
viewed because  there  was  no  additional  input  into  all  of  this,  so 
how  were  they  going  to  review  it? 

It  was  around  this  time  that  I read  in  the  newspaper  about  your 
committee  being  organized  and  I wrote  you  immediately,  and  got 
a call  the  next  day  from  Eric  Thorston  offering  his  assistance.  The 
next  thing  I knew,  CNN  was  on  it.  They  did  a little  segment  and 
put  it  on  the  news. 

Apparently  the  tax  advocate  down  in  South  Florida  heard  about 
this,  and  she  was  probably  embarrassed  that  this  poor,  old  man  is 
being  harassed  by  the  IRS,  and  she  tried  to  get  in  contact  with  me. 
She  called  my  chancery  office  back  in  Rockville  Center,  and  they 
heard  it  was  the  IRS  and  they  would  not  even  tell  her  where  I was. 
[Laughter.] 

Monsignor  Ballweg.  So  I was  kind  of  a fugitive,  you  know.  But 
she  took  a chance  and  addressed  it  to  my  address  at  220  Main  Bou- 
levard in  Boynton  Beach.  As  soon  as  she  caught  up  with  me,  things 
began  to  happen.  She  got  a copy  of  my  report  and  in  a couple  of 
days  the  whole  thing  was  resolved. 

Now,  this  went  on  from  November  until  March  until  the  things 
was  finally  resolved.  All  that  was  necessary  was  that  I get  copies 
of  the  K-l  form  which  I had  not  received  and  neglected  to  do.  As 
soon  as  I filled  those  forms  out,  the  whole  situation  was  solved. 

Now,  in  the  meantime  I went  through  all  of  those  months  of 
sleepless  nights,  worry,  and  anxiety,  fear,  and  everything  else.  It 
could  have  been  solved  very,  very  simply.  All  of  the  persons  in  the 
Atlanta  office  had  to  do  was  tell  me  what  the  problem  was.  I need- 
ed the  K-l  form.  They  would  not  tell  me.  They  would  not  send  me 
a copy  of  my  file.  No  response  at  all.  No  response  at  all. 

The  CHAIRMAN.  Would  you  characterize  your  experience  with  the 
IRS  as  being  consumer  friendly,  or  would  you  call  it  bureaucratic 
us  against  them;  how  would  you  characterize  it? 

Monsignor  Ballweg.  Adversarial,  no  question  about  that.  Not 
consumer  friendly  at  all.  They  made  no  effort  at  all  to  help  me.  I 
had  been  a pastor  for  14  years  and  I was  director  of  the  Propaga- 
tion of  the  Faith  for  12  years.  If  I treated  people  like  that  when 
I was  pastor,  you  can  be  sure  the  pews  in  my  church  would  be 
empty.  The  people  would  not  bother  coming  if  I treated  people  like 
that,  ignored  them. 

If  somebody  came  to  me  and  said,  Father  Ballweg,  could  I have 
a report,  an  annual  statement,  about  my  contributions  to  the 


church  during  the  past  year  and  I ignored  that  person,  the  person 
made  another  request,  I ignored  that  request  again,  the  person 
would  look  for  another  parish,  I am  sure  of  that. 

I am  sure  the  Senate  here,  if  they  did  not  respond  to  people,  they 
would  not  be  holding  office  too  long  either.  So  it  could  have  been 
solved  very  easily,  that  is  all  I can  say. 

The  CHAIRMAN.  The  thing  that  is  so  much  a matter  of  concern 
is  the  emotional  distress  this  kind  of  situation  causes  the  taxpayer. 
We  cannot  just  say  it  is  one  case  as  some  would  do.  Ihe  tact  is, 
these  situations  can  create  not  only  great  emotional  problems,  but 
the  kind  of  problems  as  Mrs.  Hicks  has  pointed  out  of  even  having 
to  file  for  divorce  and  other  actions.  These  circumstances  are  not 

the  result  of  just  one  single  anecdote.  , 

Monsignor  BALLWEG.  Mine  is  not  a horror  story.  I listen  to  these 
stories  and  I say,  what  am  I doing  here.  Mine  is  Just  a little  situa- 
tion where  all  they  had  to  do  is  send  me  a form  and  they  did  not 
do  it,  so  my  story  does  not  compare  with  their  stones.  I feel  for 

these  poor  people  here.  , , . „ 

The  Chairman.  Finally,  I would  just  like  to  say,  basically,  was 
any  additional  information  submitted  after  we  got  involved  here? 

Monsignor  Ballweg.  No,  everything  was  basically  the  same.  1 
think  they  started  off  the  whole  thing  by  saying  m the  first  notice 
that  I received  from  them  that  there  was  a little  error  in  anth- 
metic,  but  when  I checked  on  it  I found  out  that  the  error  was  in 
my  favor,  so  substantially  there  was  no  change  at  all. 

I had  distributed  all  the  funds  that  should  have  been  distributed, 
and  they  recognized  that  fact.  The  only  thing  is,  I failed  to  send 
the  K-l  form  to  the  IRS  and  they  got  me  for  that. 

The  Chairman.  Well,  again  I apologize,  Father.  I thank  you  tor 
the  good  work  you  are  doing. 

Monsignor  Ballweg.  Thank  you.  . 

The  CHAIRMAN.  Thank  you  for  administering  your  mother  s es- 
tate for  the  good  of  the  people.  . . . 

Mrs.  Jacobs,  in  your  testimony  you  state  that  you  were  so  intimi- 
dated by  the  IRS  tactics  that  you  agreed  to  pay,  even  though  you 
did  not  owe  a debt.  Would  you  please  explain,  why  would  you  pay 

something  you  do  not  owe?  - .i 

Mrs.  Jacobs.  Well,  when  you  have  someone  come  to  you  from  the 
IRS  and  tell  you  they  are  going  to  take  your  home,  your  vehicles, 
whatever  you  own,  close  your  business  so  you  have  no  way  of  mak- 
ing a living,  you  do  what  they  tell  you  to  do.  . j 

The  Chairman.  And  these  threats  were  made  directly  to  you  and 

your  husband? 

Mrs.  Jacobs.  Yes,  they  were. 

The  Chairman.  By  more  than  one? 

Mrs.  Jacobs.  By  more  than  one  person?  Oh,  yes. 

The  Chairman.  How  many  would  you  say?  , , 

Mrs.  Jacobs.  I have  worked  with  18  people,  and  I was  harassed 

bv  everv  one  of  them.  . , 

The  Chairman.  Over  a period  of  how  many  years  would  you  say 

this  harassment  took  place?  Q1 

Mrs.  Jacobs.  It  has  covered  basically  from  the  year  1981. 

The  Chairman.  Mrs.  Jacobs,  is  this  a copy  of  the  letter  of  apology 
you  received  from  the  IRS? 
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Mrs.  Jacobs.  Yes,  it  is.  , 

The  Chairman.  It  stated,  as  I understand  it,  that  you  are  in  com-  I 

pliance  with  all  taxes.  i 

Mrs.  Jacobs.  Yes,  sir. 

The  Chairman.  Now,  did  you  ever  receive  a full  refund  from  the  1 

IRS? 

Mrs.  Jacobs.  No,  we  have  not.  I 

The  Chairman.  What  reason  has  the  IRS  given  you?  I 

Mrs.  Jacobs.  They  have  not  given  me  any  at  all. 

The  Chairman.  Have  you  requested 

Mrs.  Jacobs.  We  requested  information  on  the  disbursement 
that  they  did  give  to  us,  and  we  have  yet  to  receive  that  informa- 
tion at  this  time.  / 

The  Chairman.  And  how  much  do  you  estimate  is  still  owed  you? 

Mrs.  Jacobs.  About  $26,000. 

The  Chairman.  A total  of  $26,000. 

Mrs.  Jacobs.  Yes,  sir. 

The  Chairman.  And  you  have  received  no  part  of  that  $26,000? 

Mrs.  Jacobs.  We  received  a portion  of  approximately  $12,000 
from  the  IRS  with  no  explanation,  not  really  telling  us  much  of 
anything  other  than  just  giving  us  the  checks,  with  some  interest, 
but  with  no  explanation  as  to  where  they  came  from  or  what  they 
were  for. 

The  Chairman.  Again,  I have  to  tell  you,  Mrs.  Jacobs,  I appre- 
ciate your  coming  here  today.  You  are  among  friends.  I hope  that 
justice  is  done  before  this  matter  is  completed. 

Senator  Moynihan? 

Senator  Moynihan.  Well,  briefly,  Mr.  Chairman,  I think  the 
most  revealing  information  we  have  iearned  all  morning  is  that  the 
chancery  at  Rockville  Center,  when  they  learned  that  the  IRS  was 
after  a monsignor,  clams  up.  [Laughter.] 

Senator  Moynihan.  But  you  are  very  generous  to  say  how  rel- 
atively mild  your  experience  is  compared  to  the  duration  of  much 
of  your  other  fellow  panelists.  But  that  relation  was  adversarial 
throughout  and  that  speaks  of  an  organizational  culture. 

Senator  Kerrey  and  Senator  Grassley  have  asked  about  this  mat- 
ter of,  is  the  IRS  a law  enforcement  agency  or  is  it  a service  agen- 
cy. They  would  wish  it  to  be  the  other.  The  most  difficult  thing  you 
run  into  in  civic  life  is,  what  do  you  do  when  law  enforcement  of- 
fices break  the  law?  David  Burnham,  who  spoke  earlier  today,  was 
very  much  involved  in  these  matters  in  New  York  City  some  10 
years  ago  or  so. 

I mean,  it  seems  to  me,  Mr.  Savage,  that  that  letter  in  1993  to 
the  district  counsel  with  a line-up  that  says  immediate  response  re- 
quested, says  the  levy  in  question  was  wrongful.  It  could  mean  that 
that  could  extend  to  being  criminal. 

Mr.  SAVAGE.  I was  not  aware  of  this  letter  until  this  morning. 

Senator  Moynihan.  Yes.  Yes. 

Mr.  Chairman,  I think  we  are  going  to  have  people  from  the  IRS 
before  us.  We  have  to  ask,  what  disciplinary  measures  have  been 
taken  or  will  be  taken. 

It  is  just  the  famous  bit  of  lore  from  the  Napoleonic  wars  in 
which  an  Admiral  Bing,  who  retreated  too  quickly  from  Maorca, 
was  shot  on  board  his  flag  ship  on  the  way  back  by  executive  order, 


an  order  from  the  admiralty,  and  it  was  said,  “Pour  encore  a jais 
le  sault,”  to  encourage  the  others  to  do  better. 

I hope  we  will  ask  for  accountability.  We  are  deeply  in  your  debt. 
You  have  had  some  awful  experiences.  I hope  it  makes  a difference 
to  you  that  you  are  being  heard  in  the  Senate  Finance  Committee 
and  we  have  learned  a lot  from  you. 

I thank  you  very  much. 

The  Chairman.  Thank  you,  Senator  Moynihan. 

Senator  Grassley. 

Senator  Grassley.  Yes.  We  cannot  help  but  feel  shame  that  our 
government  would  carry  on  this  way.  It  is  a sad  situation  that  we 
have  stories  like  yours,  because  it  is  obvious  that  you  as  taxpayers 
have  not  been  shown  the  same  respect  and  the  same  speed  of  reso- 
lution of  your  problems  that  they  expected  of  you  and  every  other 
taxpayer  in  America  to  pay  their  taxes. 

They  really  have  a double  standard.  They  expect  right  now  you 
pay  up.  They  want  you  to  respond  right  now  on  everything  that 
they  say.  They  want  you  to  meet  the  law.  If  you  do  not  meet  the 
law,  you  get  a letter  from  them.  They  want  you  to  respond  right 
now.  But  when  you  want  resolutions  and  answers  to  your  ques- 
tions, you  are  not  able  to  get  that. 

So  obviously  that  sort  of  double  standard  in  our  society  is  not 
right.  I do  not  know  what  we  can  do  about  it.  I know  that  within 
every  bureaucracy  there  is  a great  deal  of  peer  pressure  to  go 
along,  to  get  along.  We  are  lucky  to  have  a few  people  coming  up 
in  the  next  couple  of  days  to  testify  who,  from  within,  want  to  tell 
us  what  is  wrong. 

There  are  probably  a lot  of  other  people  that  would  like  to  do 
that,  except  that  they  just  know  that  if  they  were  being  right  to 
the  taxpayers  the  same  way  that  the  agency  expects  the  taxpayers 
to  deal  right  with  the  IRS,  they  would  probably  lose  their  job. 

I would  say  that  if  the  IRS  is  going  to  come  up  here  and  testify, 
that  one  of  the  ways  that  they  can  show  their  good  faith  efforts  to 
admit  that  something  is  wrong  and  changes  are  going  to  be  made, 
every  one  of  the  wrongs  that  are  still  unresolved  here  ought  to  be 
righted.  There  is  no  reason  for  them  not  to  be. 

That  would  be  a good  faith  effort  showing  on  the  part  of  the  IRS 
leadership  to  those  of  us  that  have  oversight  responsibilities  that 
they  are  really  sincere  in  their  efforts. 

Now,  for  every  one  of  you  I suppose  there  are  thousands  of  others 
out  there  that  I could  say  that  about  that  ought  to  have  their  cases 
righted,  and  they  would  not  have  time  between  now  and  the  time 
they  come  before  this  committee  to  do  this.  But  they  surely  ought 
to  have  the  time  and  the  capabilities  of  taking  care  of  five  very  ob- 
vious cases  of  wrongdoing,  and  to  do  those  things. 

Then  following  up  on  what  Senator  Moynihan  said,  we  ought  to 
have  the  name  of  every  person  you  have  dealt  with  and,  where 
your  rights  have  been  wronged,  what  sort  of  contrary  action  has 
been  taken  by  the  agency  to  make  sure  that  there  has  been  dis- 
cipline taken?  Because  when  there  is  that  sort  of  discipline  taken, 
when  heads  roll,  then  it  sends  a clear  signal  to  other  people  that 
this  sort  of  action  will  not  be  tolerated. 
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Anything  short  of  that,  it  seems  to  me,  is  going  to  show  that  this 
sort  of  action  is  all  right  and  it  can  be  done  by  others  as  well.  We 
ought  to  have  that  as  well  before  our  committee. 

Mr.  Savage,  if  you  were  an  IRS  senior  manager  and  the  people 
who  asserted  this  unlawful  levy  in  your  case  worked  for  you,  what 
would  you  do  to  make  sure  that  there  were  no  more  unlawful  lev- 

ies? 

Mr.  Savage.  They  would  be  fired  the  next  day,  without  question. 

But  I know  the  Federal  procedures.  As  far  as  that  goes,  that  could 
take  20  years  to  get  rid  of  a bad  agent.  But  I do  agree  with  Senator 
Moynihan,  Senator  Roth,  and  yourself,  sir.  I regret  to  say,  I do  not 
know  if  you  are  a Senator.  Correct? 

Senator  Grassley.  Yes. 

Mr.  SAVAGE.  I mean,  I see  so  many  gentlemen  up  there,  but  I 
thought  everybody  up  there  was  a Senator,  but  I do  not  recognize 

Senator  GRASSLEY.  Some  people  might  wonder  whether  we  are. 

[Laughter.]  , . , A . , j 

Mr.  Savage.  But  what  I was  speaking  about  is,  yes,  we  must  cor- 
rect these  people  who  have  abused  their  position.  I assume  right 
now  we  can  send  them  to  Timbucktoo.  That  would  be  the  easiest 
way  to  get  rid  of  them. 

But  also,  we  must  be  reimbursed  fully  for  all  of  our  expenses,  in- 
terest, lost  business,  and  so  forth.  I mean,  that  is  the  only  way.  Un- 
less you  hit  a person  with  penalties  such  as  this  for  their  incom- 
petence, nothing  will  ever  be  resolved. 

So  I will  be  definitely  keeping  in  touch  with  yourself*  Senator 
Roth,  Senator  Moynihan,  and  anybody  else  on  this  committee  to  let 
you  know  as  to  the  status  of  the  Internal  Revenue  Service.  I expect 
to  hear  from  them  very  soon.  My  two  attorneys  who  represented 
me  completely  are  still  present,  and  we  will  be  glad  to  see  them 
even  this  afternoon.  But  I want  to  take  home  a big  check. 

Senator  Grassley.  Mrs.  Hicks,  I will  say  that  you  must  have  in 
the  world  the  most  understanding  husband.  Second,  I want  to  say 
that  it  appears  that  you  were  a victim  of  incompatible  computers 
at  the  IRS.  You  were  also  a victim  of  poor  IRS  customer  service.  \ 

For  Senator  Bob  Kerrey  of  Nebraska  over  there  and  me,  these 
are  two  things  that  we  have  been  listening  to  from  over  600  con- 
tacts of  the  IRS  of  the  Commission  to  Restructure  the  IRS.  He  was 
chairman  of  it,  I was  a member  of  it. 

So  what  you  are  telling  us  about  computers,  what  you  are  telling 
us  about  lack  of  customer  service,  were  the  most  oft  repeated  prob- 
lems that  we  heard  at  the  IRS.  So  did  you  know  that  we  gave  the 
IRS,  for  instance,  over  the  last  few  years  $4  billion  for  new  comput- 
ers and  they  still  have  computers  that  do  not  talk  to  each  other. 

Mrs.  Hicks.  Yes. 

Senator  Grassley.  Which  was  greater  in  your  case,  which  cre- 
ated the  most  anxiety  for  you,  your  IRS  computer  problem  or  your 
IRS  personnel/customer  problem? 

Mrs.  HlCKS.  Personnel. 

Senator  Grassley.  Personnel. 

Mrs.  Hicks.  You  can  understand,  because  a computer  does  not 
have  the  capacity  for  meanness.  It  is  a machine.  When  you  deal 
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with  people  that  behave  the  way  some  of  the  people  I dealt  with 
behaved,  then  that  is  very  distressing. 

I would  like  to  say  right  up  front  though,  I have  relatives  and 
friends  who  work  for  the  service,  as  they  call  it,  and  I am  acutely 
aware  that  most  of  the  people  employed  there  are  folks  like  us  and 
equally  subject  to  the  same  abuses  and  problems  we  are  subject  to, 
but  not  as  likely  to  speak  out  because  of  where  they  are  employed. 

I would  like  to  say  that  I think  most  of  the  personnel  problems  tax- 
payers encounter  with  the  IRS  are  with  a small  number  of  employ- 
ees that  directly  deal  with  collections. 

Once  you  leave  that  master  file  for  some  reason  and  become  a 
case  not  being  collected  automatically  by  a computer  and  being 
processed  by  nice,  smiling  clerks,  and  there  are  a lot  of  them  who 
answer  the  phones  with  sweet  voices  and  are  very  helpful,  once  you 
leave  that  arena  and  they  shift  you  over  to  this  non-master  file  sys- 
tem or  any  other  special  form  of  collections,  that  is  where  I think 
I see  a culture  difference,  not  in  the  first  part,  but  in  the  second 
part. 

So  I would  not  be  able  to  say  all  IRS  people  are  this  way  or  that 
way.  They  are  people.  But  the  ones  I dealt  with  out  of  collections 
could  be  extremely  nasty. 

The  second  thing  I would  like  to  say  is  that  I did  note  that  every 
time  collections  agents  looked  at  my  case  and  said,  after  a couple 
of  telephone  conversations,  you  know,  I am  going  to  check  this  out, 
this  looks  odd,  that  agent  disappeared  and  the  IRS  transferred  my 
case  to  a new  agent. 

So  if  you  do  not  like  the  agent  because  he  or  she  is  nasty,  you 
cannot  get  away  from  that  person.  If  the  agent  is  offering  you  help 
when  someone  does  not  want  them  to,  you  cannot  keep  that  person. 
So  this  is  a dilemma.  I do  not  know.  It  is  your  job  to  figure  out 
how  to  fix  it. 

Senator  Grassley.  Thank  you. 

The  Chairman.  Senator  Kerrey. 

Senator  Kerrey.  Mr.  Chairman,  I thank  the  panel  for  their  will- 
ingness to  come  before  this  committee  and  present  these  problems. 
As  Senator  Grassley  said,  these  are  not  new.  These  are  problems 
we  have  heard  repeatedly  for  the  past  year  on  our  IRS  Restructur- 
ing Commission  that  actually  began  as  a result  of  the  observation 
that  we  had  spent  a lot  of  money  for  tax  system  modernization,  but 
had  not  gotten  much  benefit. 

So  my  hope  is  that  we  are  able,  as  a consequence  of  this  hearing, 
to  take  action.  There  are  things  that  we  can  do  to  change  the  law, 
to  give  immediate  relief  to  these  individuals  and  others. 

We  reached  the  conclusion  that  relief  should  be  provided  so  that 
they  can  go  on  with  their  lives.  We,  it  seems  to  me,  could  fashion 
relief  if  we  choose  to  do  so,  and  I would  suggest  that  we  not  act 
as  if  we  were  powerless  and  exercise  the  power  that  we  have  to  try 
to  provide  relief  where  we  think  relief  is  deserved. 

Second,  I want  to  say  that  I have  received  over  the  last  24  hours, 
Mr.  Chairman,  as  a result  of  your  first  day  of  hearings,  lots  of  addi- 
tional notes  and  faxes  from  citizens  in  Nebraska  who  are  facing 
problems.  I would  like  to,  if  I could,  read  one,  or  at  least  a couple 
of  paragraphs  from  one. 
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This  is  from  a small  business  person,  someone  just  starting  busi- 
ness out  in  Nebraska.  It  says,  “My  biggest  problem  in  business 
today  is  not  new  accounts,  it  is  not  my  computers,  it  is  not  prang- 
ing technology.  My  biggest  problem  in  business  is  dealing  with  the 
IRS 

“As  a small  business  owner,  I spend  countless  hours  on  the 
phone  trying  to  work  out  the  problems  associated  with  these  941 
payments  being  credited  to  the  wrong  quarter.”  He  said,  If  we  all 
must  pay  taxes,  we  should  not  have  to  hire  someone  just  to  tell  us 
how.”  As  a small  business  owner  he  files  14  times  a year.  He  says 
he  has  got  clients  he  does  not  talk  to  that  often. 

We  have,  it  seems  to  me,  an  accumulation  of  evidence  that  we 
need  to  change  the  law,  both,  it  seems  to  me,  to  provide  some  long- 
term opportunity  for  the  IRS  to  operate  more  efficiently,  and  per- 
haps in  the  short-term. 

If  nothing  more,  it  seems  to  me  that  we  ought,  as  representatives 
of  the  people,  with  a change  in  the  law  provide  some  relief  to  indi- 
viduals we  have  concluded  deserve  to  have  relief,  demonstrate  to 
the  IRS  that  we  are  willing  to  stand  up  to  them,  that  we  are  not 
intimidated. 

Instead,  we  find  ourselves  not  being  able  to  intervene  on  behalf 
of  a constituent  out  of  fear  that  we  are  going  to  be  identified  as 
having  done  something  unfair,  unjust,  and  so  forth. 

So  it  seems  to  me,  Mr.  Chairman,  that  just  what  we  have  heard 
thus  far  has  provided  us  with  a sufficient  amount  of  evidence  both 
to  change  the  law  for  the  long-term,  but  also,  to  change  the  law  in 
the  short-term  to  try  to  provide  some  relief  to  individuals  and  dem- 
onstrate that  this  Congress  is  writing  the  laws  of  the  land  and  that 
we  are  prepared  to  stand  and  intervene  on  behalf  of  citizens  whom 
we  believe  have  been  treated  unfairly  and  unjustly. 

The  Chairman.  Senator  D’ Amato. 

Senator  D’Amato.  Mr.  Chairman,  let  me  commend  you  for  these 
hearings.  I think  that  you  have  touched  a very  real  point  of  conten- 
tion and  one  of  the  reasons  that  people  are  so  angered  at  times  at 
the  whole  government,  because  they  feel  that  they  pay  their  taxes, 
then  they  wind  up  getting  abused. 

It  is  pretty  tough  to  figure  out  even  how  to  pay,  when  to  pay. 
If  you  run  a business,  a small  business  in  particular,  and  I am 
looking  at  two  of  our  witnesses  who  give  ample  testimony  to  that, 
and  I think  that  Senator  Kerrey  touched  on  something  that  is  rath- 
er important. 

Number  one,  I think,  Mr.  Chairman,  we  have  to  look  at,  how  do 
we  empower  the  Congress  with  the  proper  kind  of  oversight,  be- 
cause I know  even  the  Chairman  has  had  to  jump  through  all 
kinds  of  hoops,  get  various  permission  in  order  to  be  able  to  put 
these  cases  here.  Here  you  have  the  resources,  and  I want  to  com- 
mend you  for  them,  to  bring  to  light  these  horrific  Btories. 

We  have  been  getting  e-mail  now  of  examples  since  your  hearing 
of  these  kinds  of  things,  and  we  cannot  even  intercede,  so  to  speak, 
to  make  an  inquiry.  We  have  got  to  get  a release  from  the  person, 
and  by  the  time  with  the  back  and  forth,  it  is  incredible. 

So  I join  with  the  Senator  in  saying  I hope  that  we  would  look 
at  that,  because  proper  oversight  and  people  knowing  that  there 
are  consequences  for  their  acts  will  more  aptly  be  held  accountable. 


In  every  one  of  the  cases  here,  they  put  human  faces  on  the  story 
and  it  is  not  just  a number.  That  is  why  it  is  so  important  that 
we  get  hold  of  that.  But  right  now  there  is  no  oversight,  were  it 
not  for  these  hearings  that  you  have  conducted.  What  a story,  Mr. 
Savage,  in  terms  of  what  you  went  through,  where  the  Justice  De- 
partment itself  said,  do  not  pursue  this  case. 

You  know  what?  You  will  now  undoubtedly  have  a situation 
where,  under  the  law,  they  will  say,  well,  you  agreed  to  a settle- 
ment, therefore  you  will  be  precluded  from  getting  your  money 
back  because  you  settled  this  by  way  of  a quasi-judicial,  or  even  a 
judicial,  proceeding.  Therefore,  it  would  take  a special  act  of  Con- 
gress, Senator  Kerrey  and  I were  talking  about  it,  in  order  to  get 
your  money. 

Mr.  Savage.  That  is  all  right  with  me.  [Laughter.] 

Senator  D’Amato.  But  you  are  one  person.  But  think  of  how 
many  thousands  of  others  that  may  have  been  before  you  and  con- 
tinue to  be  in  this  process.  How  do  we  assure  them  that  you  do  not 
need  a special  act  of  the  Congress  and  that  there  is  a special  com- 
mittee hearing  where  this  one  person  coihes  forth?  How  do  we  get 
you  justice,  and  Mr.  or  Mrs.  John  Q.  Public,  all  of  those  nameless 
faces? 

You  put  a face  to  this  and  you  were  able  to  come  forth,  fortu- 
nately, and  so  did  others.  Mrs.  Hicks,  really  an  incredible  tale  of 
how  many  years.  Imagine  having  to  go  through  a divorce  so  as  to 
keep  your  new  spouse  from  having  his  assets  seized,  et  cetera. 
Again,  you  demonstrate  just  how  horrific. 

Of  course,  the  good  Monsignor,  whom  they  chased  from  our  Rock- 
ville Center  diocese  down  to  Florida,  when  he  has  paid  his  taxes 
repeatedly.  There  has  got  to  be  a better  way. 

I hope,  Mr.  Chairman,  that  we  will  be  able  to  make  some  mean- 
ingful reforms  and  not  only  simplify  the  process  as  it  relates  to  the 
little  guy,  the  small  businessman  and  entrepreneur,  the  home- 
maker, but  in  addition  see  to  it  that  people  are  not  abused  and 
that,  where  they  are  abused,  that  there  is  proper  action.  I under- 
stand the  person  involved  in  this  case  against  Mr.  Savage,  the 
agent  who  fabricated  a business  relationship  that  did  not  exist  and 
pursued  this,  is  still  working  for  the  IRS.  I am  wondering  and  I 
would  like  to  know,  when  the  lawyer  got  this,  this  was  sent  to  a 
district  counsel,  Mr.  Kesselman,  we  ought  to  put  his  name  out 
there,  how  did  he  respond  to  this  memo  that  was  up  there  in  1993? 
How  did  they  respond  when  they  said  you  do  not  have  a case?  Even 
viewing  this  in  the  most  favorable  light,  that  is  what  they  said.  In 
other  words,  if  we  were  to  look  at  everything  you  said,  you  still  do 
not  have  a case.  Just  to  bring  these  people  up  here,  and  I commend 
you,  this  is  a start,  I think  we  have  got  to  go  further.  Then  I think 
we  have  to  say  to  Kesselman,  what  did  you  do,  why  did  you  do  this, 
and  was  there  somebody  else  involved?  Otherwise,  this  culture  is 
going  to  continue. 

So  I applaud  the  Chairman.  I think  we  have  an  obligation  to  see 
to  it  that  this  horrific  system  is  changed  where  it  can  be,  recogniz- 
ing, and  I think  Mrs.  Hicks  put  it  well,  that  there  are  some  tre- 
mendously competent,  gracious,  good,  hardworking,  talented  people 
in  the  IRS.  But  when  it  reaches  a certain  level,  there  are  some  that 
just  go  out  of  control. 
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Well  how  do  we  protect  the  American  taxpayer  from  those  who 
were  out  of  control  and  who  were  accountable  to  basically  no  one. 
The  stories  here  I think  have  put  faces  to  this  problem. 

So  Mr.  Chairman,  let  me  commend  you.  I look  forward  to  work- 
ing with  you,  Mr.  Chairman,  and  Senator  Kerrey  in  seeing  if  we 
cannot  bring  about  some  legislative  reform  that  will  help  curb 
these  abuses  so  that  honest,  good,  decent  citizens  are  not  treated 

as  if  they  have  committed  a crime.  T 

Again,  the  Monsignor’s  testimony  as  to  how  he  was  treated,  I 
think  is  an  example  of  all  too  often  that  kind  of  attitude,  that  you 
are  guilty,  you  are  wrong,  and  people  going  after  them.  So  we  com- 
mend you,  Mr.  Chairman,  and  look  forward  to  working  with  you. 
The  Chairman.  Thank  you,  Senator  D’Amato. 

Let  me  thank  each  of  the  individuals  who  came  forward. 

Senator  D’Amato.  Excuse  me,  Mr.  Chairman. 

Monsignor,  did  you  want  to  say  something? 

Monsignor  Ballweg.  I just  wanted  to  say  that  I think  that  the 
best  kept  secret  of  the  IRS  is  that  taxpayers  have  an  advocate.  1 
do  not  know  of  anybody  who  pays  taxes  who  ever  heard  of  an  advo- 
cate. I would  not  have  known  about  the  existence  of  such  a person 

until  that  person  contacted  me  ,,  , , , 

So  I think  the  IRS  should  be  made  to  publicize  the  fact  that 
there  are  advocates  available,  and  how  you  get  in  touch  with  them. 
Now,  this  person  happened  to  be  somebody  in  South  Florida  in  r t. 
Lauderdale.  I think  if  you  looked  her  up  in  the  telephone  book  1 
do  not  think  there  would  be  any  listing  at  all.  You  do  not  even 

know  these  people.  „ , 

That  is  one  of  the  big  problems  with  the  IRS,  they  are  all  phan- 
toms. Nobody  signs  a name  to  anything,  any  documents  that  I re- 
ceived. You  talk  to  somebody  on  the  phone  and  they  do  not  identify 
themselves.  You  feel  very  helpless  in  a situation  of  that  kind. 

The  Chairman.  Father,  you  raised  a very  good  point  about  the 
taxpayer  advocate.  I would  just  like  to  ask,  the  others  here,  did  you 
have  any  contact  with  a taxpayer  advocate,  were  you  aware  of  that, 

and  were  they  of  any  help?  . „ 

Mrs.  Hicks.  I had  contact  with  problems  resolution  officers,  it 
there  is  another  advocate  office,  I do  not  know  about  it.  They  be- 
haved like  a collection  arm.  The  first  time  they  did  not,  but  the  sec- 
ond time  they  behaved  like  a collection  arm  of  the  IRS.  So  I think 
that  somewhere  in  here  the  IRS  has  kind  of  snatched  them  up  and 
now  they  do  not  belong  to  us  anymore,  they  belong  to  the  IRS 
Some  years  back  they  were  as  helpful  as  could  be  expected  and 
very  nice,  but  this  time  they  were  like,  ready  to  come  out  and  get 
me.  So  I do  not  know  of  another  office.  Is  there  another  one  besides 
the  problems  resolution  office? 

The  Chairman.  Well,  this  is  a change,  I think,  in  name  and  title. 
Mrs.  Hicks.  Oh,  maybe.  It  might  be  the  same  office. 

The  Chairman.  But  my  concern  is,  how  independent  are  they, 
and  what  kind  of  service,  in  fact,  they  are  offering. 

Mrs.  Hicks.  Right.  I would  not  call  them  very  independent,  not 
the  people  I dealt  with.  I think  this  may  vary  from  region  to  region, 
district  to  district,  State  to  State.  I do  not  think  that  it  is  as  homo- 
geneous. 
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It  would  be  simpler  if  it  was  more  homogeneous  because  we 
could  say  you  are  all  evil  and  we  are  lining  you  up  and  we  are 
going  to  let  God  make  a decision,  but  we  cannot  do  that.  But  you 
know  what  you  could  do?  You  could  get  rid  of  this  double  book- 
keeping. That  thing  could  go.  That  would  be  a huge  help.  I would 
not  have  had  any  of  these  problems  without  that. 

The  Chairman.  I understand  your  problem. 

Mr.  Savage.  Regretfully,  Senator  Roth,  I do  not  think  that  a tax 
advocate  that  is  anywhere  connected  with  the  Federal  Government 
can  be  effective.  He  has  to  be  totally  independent  because  he  can- 
not be  affected  otherwise.  You  had  best  have  a good  tax  lawyer.  A 
tax  advocate  has  got  to  be  totally  independent,  salary  and  every- 
thing else.  It  would  be  nice  to  do  it,  but  I do  not  think  it  will  work 
because  it  is  just  like  the  IRS  agents,  they  answer  to  nobody. 

The  Chairman.  Mrs.  Jacobs,  in  your  17-year  ordeal  did  you  have 
any  contact  with  an  advocate? 

Mrs.  Jacobs.  No,  we  had  never  encountered  an  advocate.  In  fact, 
to  mention  to  you  that  just  prior  to  coming  to  DC  my  husband  re- 
ceived a call  at  his  office  from  an  IRS  advocate,  stipulating  that  he 
wanted  to  really  help  us  solve  our  case  after  all  these  years  that 
we  had  suffered.  And  my  husband  basically  asked  the  question 
like,  well,  why  now,  why  not  before?  But  I think  a lot  of  it  had  to 
do  with  what  was  happening  here  today. 

Senator  Kerrey.  Mr.  Chairman. 

The  Chairman.  Yes. 

Senator  Kerrey.  Mr.  Chairman,  during  the  deliberations  of  our 
commission 

The  Chairman.  I would  ask  you  to  be  brief  because  we  have  to 
move  on. 

Senator  Kerrey.  During  the  deliberations  of  our  commission  we 
considered  actually  recommending  in  statute  that  the  problems  res- 
olution officer  be  made  independent  of  IRS.  We  took  a step  in  that 
direction,  and  it  is  something  that  this  committee  needs  to  look  at 
very  carefully  as  to  whether  or  not  it  needs  to  be  made  independ- 
ent. 

Another  good  suggestion  that  was  made  that  we  did  not  incor- 
porate into  the  legislation,  but  I certainly  think  it  has  merit  in  this 
whole  question  of  taxpayer  powers  "dealt  with  in  Title  3 of  our  bill, 
is  establishing  a citizen  committee  at  the  local  level  that  would  en- 
able these  kinds  of  problems  to  be  examined  in  a responsible  fash- 
ion and  for  common  sense  to  be  brought  to  bear  and  a resolution 
to  occur  in  a low-cost,  expeditious  fashion. 

I mean,  that  is  really  the  problem  here.  These  cases  drag  on  for- 
ever, and  ever,  and  ever,  and  you  really  cannot  get  a resolution.  So 
if  it  there  is  one  recommendation  in  this  area  that  I would  make, 
it  is  to  change  the  law  that  would  require  an  expeditious,  commu- 
nity-based resolution  of  these  kinds  of  problems. 

The  Chairman.  Ladies  and  gentlemen,  again  I want  to  thank  you 
for  being  here.  You  have  made  a very  significant  contribution  to 
what  I hope  is  good  government.  I know  for  many  of  you  it  was 
truly  an  ordeal  to  even  get  here,  but  it  was  very  important  for  the 
purposes  of  these  hearings  and  I want  to  thank  you  for  making  this 
contribution. 

Mrs.  Jacobs.  Thank  you,  Mr.  Chairman. 
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The  Chairman.  Thank  you  very  much. 

Mrs.  Hicks.  Senator  Roth,  be  sure  to  come  back  and  do  this 
again  often,  all  right? 

The  Chairman.  Thank  you,  Mrs.  Hicks. 

There  has  been  a lot  of  discussion  about  the  IRS  employees  and 
I want,  once  again,  to  emphasize  that  the  vast  majority  of  employ- 
ees of  the  IRS  are  competent,  dedicated,  well-meaning  employees. 

So  today  I am  very  pleased  to  have  before  us  four  former  IRS 
employees  and  one  current  employee  who  have  been  very  helpful 
to  our  investigation.  These  individuals  all  represent  many  years  of 
experience  and  we  are  privileged  to  be  hearing  from  them  today. 

Will  you  all  please  come  forward  and  take  your  seats.  Mr.  Bruce 
Strauss  had  been  with  the  agency  for  31  years.  He  was  the  senior 
division  chief  within  the  Collection  Division  of  the  IRS  at  the  time 
of  his  retirement.  He  is  now  an  enrolled  agent  practicing  in  Flor- 
ida. 

Ms.  Darren  Larsen  was  an  attorney  with  the  IRS  for  14  years. 
Her  last  3 years  were  as  an  assistant  district  counsel  and  acting 
district  counsel.  Her  expertise  was  in  collection  issues.  Today  she 
is  a practicing  attorney  representing  taxpayers  with  tax  matters. 

The  next  witness  is  Mr.  David  Patnoe,  who  is  now  an  enrolled 
agent  having  over  10  years  experience  as  a revenue  officer  in  the 
Collection  Division  of  the  IRS.  While  working  for  the  IRS  he  was 
an  instructor  for  revenue  officers  and  an  expert  in  the  area  of  offers 
in  compromise. 

Next,  we  have  Mr.  Lawrence  Lilly,  who  was  both  an  attorney  and 
special  agent  with  the  Criminal  Division  for  28  years.  For  the  last 
9 years  of  his  service  with  the  IRS,  Mr.  Lilly  was  the  assistant  dis- 
trict counsel  in  Miami  and  the  district  counsel  in  San  Jose,  CA. 

Ms.  Jennifer  Long  is  currently  a revenue  agent  with  the  IRS, 
with  14  years  of  experience.  She  joins  the  panel  today  after  origi- 
nally intending  to  keep  her  identity  concealed. 

The  only  condition  she  asked  of  the  Chair  and  the  Ranking  Mem- 
ber was  that  her  identity  be  protected  until  she  took  her  place  at 
the  table.  Senator  Moynihan  and  I agreed  to  that  condition  and  her 
statement  is  now  being  released. 

We  want  to  welcome  each  and  every  one  of  you.  We  appreciate 
your  being  here  today. 

As  you  know,  we  swear  in  all  witnesses.  So  would  you  please  rise 
and  raise  your  right  hand. 

[Whereupon,  the  five  witnesses  were  duly  sworn.] 

The  Chairman.  Mr.  Strauss? 

Mr.  Strauss.  I do. 

The  Chairman.  Ms.  Larsen? 

Ms.  Larsen.  I do. 

The  Chairman.  Mr.  Patnoe? 

Mr.  Patnoe.  I do. 

The  Chairman.  Mr.  Lilly? 

Mr.  Lilly.  I do. 

The  Chairman.  Ms.  Long? 

Ms.  Long.  I do. 

The  Chairman.  Thank  you.  Please  be  seated. 

I do  want  to  remind  the  witnesses  and  my  colleagues  that  the 
witnesses  are  prohibited  from  disclosing  confidential  taxpayer  in- 
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formation  which  is  protected  under  Internal  Revenue  Code  Section 
6103. 

Mr.  Strauss,  we  will  start  with  you. 

STATEMENT  OF  BRUCE  A.  STRAUSS,  FLORIDA 

Mr.  Strauss.  Thank  you,  Mr.  Chairman.  I do  have  a larger 
more  in-depth  presentation  or  document  for  the  record  if  you  do  not 
mind,  Senator. 

•n^ie  9H41R|W^N-  I would  say  to  each  of  you,  your  full  statements 
will  be  included  as  if  read. 

Mr.  Strauss.  Thank  you,  Mr.  Chairman. 
d^The  prepared  statement  of  Mr.  Strauss  appears  in  the  appen- 

Mr.  Strauss.  My  name  is  Bruce  A.  Strauss.  I am  currently  an 
enrolled  agent  licensed  to  represent  taxpayers  before  the  IRS.  I 
have  been  president  of  the  enrolled  agents  in  our  five-countv  area 
in  Florida  for  the  past  3 fiscal  years. 

I retired  from  the  Internal  Revenue  Service  after  31  years,  the 
last  18  years  of  which  I held  the  position  of  division  chief  within 
the  Collection  Division.  I also  received  nine  consecutive  perform- 
ance awards  from  1983  through  1991.  At  the  time  of  my  retire- 
ment,  which  was  April  1992,  I was  senior  division  chief  in  the  col- 
lection function. 

1 ^ j11  y?V  this’  trusting  that  you  will  accept  the  fact  that  I have 
considerable  expertise  regarding  the  operations  of  the  IRS.  This  in- 
eludes  its  history,  its  authorities,  its  personnel  practices,  and  also 
its  problems. 

Just  beginning  my  practice  representing  the  public  as  an  en- 
rofled  agent,  I have  been  increasingly  concerned  about  the  ability 
of  the  1Kb  to  be  fair  and  objective  in  dealing  with  the  American 
public.  I am  also  concerned  with  the  public’s  fear  of  the  IRS  This 
environment  of  fear  must  change.  This  is  why  I sit,  primarily  be- 
fore you  today. 

The  IRS  has  been  very  successful  in  its  primary  mission  of  col- 
lecting taxes,  bringing  in  over  $1.5  trillion  in  fiscal  year  1996  as 
a role  model  for  other  countries  to  follow  and  has  played  no  small 
role  in  the  economic  success  of  this  Nation.  Obviously,  I do  not  be- 
lieve that  the  system  is  broken. 

However,  my  experience  and  the  feedback  I received  in  my  work 
tell  me  that  the  public’s  confidence  in  the  IRS  is  being  eroded  by 
the  perception  that  it  is  losing  its  ability  to  apply  the  Internal  Rev- 
enue Code  and  the  resulting  morass  of  regulations  in  a fair  and  ob- 
jective manner. 

When  a dispute  with  the  IRS  arises,  the  current  systems  in  place 
to  deal  with  the  dispute  are  cumbersome,  expensive,  time-consum- 
ing- and.tentlmes  ineffective.  The  result  is  that  the  fear  of  the 
lfU3  continues  to  grow,  and  this  is  an  unacceptable  condition. 

in  a democracy,  the  first  condition  that  must  be  met  is  that  the 
government  must  respect  the  citizens  it  serves.  I am  not  sure  that 
condition  exists  today  within  the  IRS.  My  purpose  today  is  to  assist 
in  restoring  the  confidence  of  the  American  public  in  the  Internal 
Revenue  Service. 

One  of  the  problems  which  affect  the  way  the  IRS  personnel 
interact  with  the  taxpayer  is  the  drive  to  achieve  statistical  oper- 
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ational  objectives.  One  of  the  primary  drives,  if  not  the  primary 
drive,  for  the  examination  function  is  dollars  recommended  for  as- 
sessment. 

The  statistic  does  not  measure  how  much  money  was  actually 
collected,  nor  does  it  measure  how  much  additional  tax  was  actu- 
ally assessed  by  the  examination  process.  It  only  measures  what 
the  examination  function  proposes  to  assess  against  a taxpayer 
with  their  30-day  letter. 

The  examination  function  made  this  measurement  one  of  the 
operational  objectives  for  branch  managers  and  above,  as  I recall, 
in  fiscal  year  1990.  About  the  same  time,  the  formal  quality  review 
cases  being  issued  30-day  letters  was  ceased. 

A fundamental  principle  of  any  organization  is  that  employees 
will  give  their  managers  what  their  managers  tell  them  what  is  im- 
portant. Or,  expressed  in  a different  manner,  an  organization  is 
driven  by  the  objectives  on  which  the  managers  are  evaluated. 

As  a result,  an  environment  or  culture  has  emerged  within  the 
IRS  that  has  made  its  employees  often  callous  to  the  rights  and 
concerns  of  taxpayers.  Statistical  objectives  for  any  agency  with  the 
power  of  the  IRS  are  inappropriate.  But  when  one  considers  the 
IRS  has  a measurement  of  what  is  recommended  for  assessment, 
this  drive  to  achieve  specific  objectives  becomes  untenable. 

I have  significant  compassion  for  the  IRS  employees  in  their 
most  delicate  responsibility  of  ensuring  that  each  citizen  files  and 
pays  their  fair  share  of  taxes.  But,  based  on  my  knowledge,  the  pri- 
mary problem  lies  with  the  ineffectiveness  of  the  top  management 
of  the  IRS.  Instead  of  assessing  the  current  problems  and  taking 
appropriate  steps  to  ensure  correction  of  these  problems,  what  I see 
taking  place  is  a “circle  the  wagons”  mentality. 

This  management  approach  has  led  to  significant  problems  which 
include  denial  of  mistakes  which  then  lead  to  integrity  issues, 
using  a sledgehammer  to  resolve  compliance  problems,  for  example, 
IRS  files  are  returned  to  the  taxpayer  with  the  tax  is  significantly 
overstated,  use  of  Bureau  of  Labor  Statistics  to  assign  additional 
income  or  to  arrive  at  additional  income,  and  not  applying  Internal 
Revenue  Code  sections  which  benefit  the  taxpayer.  There  is  a men- 
tality in  the  IRS  that  mistakes  are  rare.  Those  that  do  gain  notice 
are  blown  out  of  proportion. 

In  fact,  I would  not  be  surprised  if,  as  a result  of  this  hearing, 
you  hear  that  any  complaints  by  a taxpayer  that  may  arise,  while 
unfortunate,  is  statistically  irrelevant  due  to  the  200  million  re- 
turns that  are  successfully  processed  each  year. 

Based  on  my  knowledge,  such  a statement  would  not  be  factual. 
The  truth  of  that  is,  in  the  examination  function  cases  that  I have 
seen  as  a representative  of  the  taxpayer,  the  IRS  often  does  not  op- 
erate within  its  proper  authorities. 

When  called  on  these  matters,  the  IRS  response  is  often  a denial 
or  a spin  is  put  on  the  issue  in  an  attempt  to  protect  their  position. 
Such  conduct  shows  a complete  disregard  for  the  taxpayer  and 
their  fundamental  rights  as  citizens.  The  concept  shown  above  that 
the  IRS  now  has  the  authority  to  assign  additional  income  to  a tax- 
payer at  its  discretion,  without  any  basis  in  fact,  is  frightening  and 
absolutely  unacceptable. 


I admire  the  current  efforts  of  Congress,  such  as  the  Commission 
on  Restructuring  the  IRS,  to  encourage  the  IRS  to  become  more  re- 
sponsive to  the  public. 

I also  appreciate  the  opportunity  to  contribute  to  this  process  by 
testifying  at  this  important  hearing,  and  I commend  you,  Mr. 
Chairman,  for  the  courage  to  engage  in  this  effort. 

But  I do  believe  that  Congress  must  share  some  of  the  blame  for 
what  has  happened.  Funding  must  be  consistent,  with  a long-term 
philosophy.  The  oversight  of  the  IRS  must  be  significantly  im- 
proved. This  hearing  today  is  a great  start,  but  long  overdue. 

For  each  of  you  dealing  with  your  constituents,  I would  offer  the 
fact  that  the  ability  of  any  single  congressional  staff  to  resolve  a 
taxpayer  issue  with  the  IRS  is  extremely  remote. 

I can  testify  on  a personal  basis  on  that  on  some  client  issues. 

I will  suggest  forming  a single  staff  of  highly-trained  and  skilled 
individuals  that  could  be  a central  clearinghouse  for  all  taxpayer 
complaints  received  by  Congress. 

This  would  also  provide  a database  of  problems  that  one  noticed 
to  be  widespread,  could  be  used  to  take  certain  system-wide  correc- 
tive actions.  It  is  only  in  this  way  that  the  management  of  IRS 
could  be  held  accountable  to  the  Congress  and  to  the  American  peo- 
ple. 

I know  in  numerous  cases  where  the  IRS  has  specifically  ex- 
ceeded its  authority.  One  of  the  most  egregious  examples,  the  IRS 
collections  apparently  predetermined  that  637  taxpayer  were  liable 
for  employment  tax. 

They  did  not  conduct  legitimate  investigations.  Instead,  they 
used  extortion  tactics  to  have  taxpayers  sign  returns  which  the  IRS 
prepared.  They  did  not  use  any  Internal  Revenue  Code  sections 
which  benefitted  the  taxpayer,  and  disregarded  established  law, 
authorities,  and  procedures.  And  630  taxpayers  were  also  denied 
their  due  process  rights. 

When  I brought  this  matter  to  their  attention,  instead  of  taking 
corrective  action,  they  circled  the  wagons.  After  3 years,  Mr.  Chair- 
man, 3 years  of  my  pursuing  a resolution  in  this  matter,  the  IRS 
has  boxed  itself  into  a position  with  significant  integrity  issues  in 
question.  The  current  status,  is  that  I have  been  unable  to  obtain 
a legitimate  response  from  the  regional  commissioner. 

Another  example  is  the  tactic  of  assessing  a tax  twice  for  the 
same  1040.  This  tactic  involves  accepting  a Schedule  C income,  but 
disallowing  all  the  related  business  expenses. 

When  the  taxpayer  requests  the  case  to  be  reopened,  in  this  case 
I am  using  as  an  example,  the  deductions  were  allowed.  But  then 
the  IRS  reopened  the  income  issue,  which  was  in  direct  contrast 
with  the  Code,  and  assesses  additional  taxes  based  on  the  Bureau 
of  Labor  Statistics  information  to  boost  the  income  of  taxpayers. 
Then  the  taxpayer  was  informed  he  had  no  appeal  rights  to  contest 
the  additional  resulting  tax. 

I am  submitting  a more  comprehensive  statement  for  the  record 
which  includes  some  of  my  recommendations  to  remove  the  fear  of 
the  public  when  dealing  with  the  IRS.  I sincerely  hope  that  my  31 
years  of  experience  with  the  IRS  has  helped  in  some  small  way  to 
create  a clearer  picture  of  the  agency.  The  many  good  people  at  the 
IRS  who  perform  a difficult  task  every  day  and  the  taxpaying  pub- 
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lie  deserve  your  best  efforts  by  cleaning  up  this  important  national 
asset. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you  very  much,  Mr.  Strauss.  We  do,  in- 
deed, appreciate  your  testimony  today. 

Next,  I would  like  to  call  on  you,  Ms.  Larsen. 

STATEMENT  OF  DARREN  LARSEN,  CALIFORNIA 

Ms.  Larsen.  Good  afternoon.  Thank  you  for  the  opportunity  to 
allow  me  to  address  the  committee  today. 

I began  working  for  the  Office  of  Chief  Counsel  for  IRS  in  1981 
and  I was  there  until  1994.  During  that  time  I dealt  with  all  of  the 
different  functions  of  the  IRS,  examination,  collection,  criminal  in- 
vestigation, and  disclosure. 

I also  served  as  a special  assistant  United  States  attorney  rep- 
resenting the  IRS  in  bankruptcy  court.  I was  a nationwide  instruc- 
tor for  attorneys,  and  I also  instructed  IRS  at  their  continuing  edu- 
cation. Because  I specialized  in  collection  matters,  I did  spend  a lot 
of  time  with  collection  groups  in  various  places  and  I really  devel- 
oped a good  relationship  with  the  collection  agents,  for  the  most 
part. 

I come  to  the  committee  today  as  a tax  professional  who  has 
spent  many  years  representing  the  IRS  in  court,  not  only  bank- 
ruptcy court  but  Tax  Court,  and  I was  involved  in  District  Court 
actions  as  well.  I worked  with  and  advised  IRS  personnel  on  many 
cases  and  on  many  issues. 

Then  over  the  past  2V2  years  I have  had  the  opportunity  to  rep- 
resent taxpayers  and  deal  with  the  IRS  as  an  adversary  in  some 
cases,  but  generally  as  a representative  of  taxpayers  who  have 
problems  that  need  to  be  resolved. 

Overall,  from  my  experience  I have  to  say  that  my  feelings  to- 
ward the  IRS  as  an  institution  are  mixed.  It  is  sometimes  very 
easy  to  express  frustration  and  outrage  at  IRS  conduct.  But  I have 
to  state  at  the  outset  that  there  are  many  individuals  whom  I have 
dealt  with  over  the  years  who  are  currently  employed  there,  and 
some  who  are  no  longer  employed  there.  But  they  have,  I would 
have  to  say,  superior  technical  knowledge.  They  are  devoted  to 
their  jobs,  they  work  hard,  and  they  really  are  committed  to  fair- 
ness. 

But  at  the  other  end  of  the  spectrum  there  are  employees  who 
do  not  really  possess  these  qualities.  I have  encountered  them  both 
when  I was  a government  attorney,  and  also  now  as  a practitioner. 

Some  of  these  people,  I would  say,  lack  technical  skills  that  I 
think  are  necessary.  They  really  are  not  concerned  with  justice  or 
fairness,  they  are  bureaucratic  in  every  sense  of  the  word  and  are 
focused  primarily  at  just  maintaining  their  jobs  and  collecting  their 
paycheck. 

But,  having  said  that,  I would  like  to  move  on  to  some  more  spe- 
cific areas  or  some  examples  of  problems  within  the  IRS  that  I 
have  seen. 

As  an  attorney  for  IRS  I was  often  appalled  by  the  lack  of  basic 
technical  knowledge  on  the  part  of  the  front-line  collection  man- 
agers that  I dealt  with. 


Now,  that  is  not  to  say  that  they  were  all  in  that  situation,  be- 
cause I knew  some  group  managers  who  were  excellent.  They  used 
their  own  initiative  to  gain  knowledge  and  to  make  sure  they  kept 
up  with  the  law,  and  they  wanted  to  make  sure  they  knew  that 
their  revenue  officers  were  doing,  that  they  were  doing  it  correctly. 

However,  I did  know  group  managers  who  really  did  not  under- 
stand the  basic  requirements  for  such  things  even  as  issuing  sum- 
monses, the  service  requirements  or  content  requirements  for  sum- 
monses. 

I knew  one  manager  I ran  across  who  really  did  not  understand 
the  distinction  between  a lien  and  a levy  and  basically  said,  well, 
lien,  levy,  whatever,  which  in  some  instances  can  cause  problems. 

The  revenue  officers  who  worked  for  these  managers  usually 
knew  that  the  managers  were  deficient.  The  result  of  that  was  that 
the  revenue  officers  would  either  choose  not  to  consult  the  man- 
agers for  assistance,  or  the  revenue  officers  who  were  not  experi- 
enced enough  to  realize  that  their  managers  did  not  know  this 
would  still  consult  them,  then  they  would  be  possibly  led  astray. 

Also,  within  the  Collection  Division  they  often  use  on-the-job  in- 
structors to  help  the  newer  revenue  officers,  and  some  of  the  on- 
the-job  instructors  were  also  missing  some  of  the  basic  understand- 
ing of  some  of  the  basic  elements  of  tax  law,  especially  in  the  tax 
collection  area. 

The  problem  with  the  on-the-job  instructors  having  this  defi- 
ciency is  that  they  then  passed  their  techniques  or  their  beliefs 
onto  the  new  revenue  officers,  and  some  of  these  problems  are  per- 
petuated. 

In  addition  to  simple  lack  of  knowledge,  I also  ran  across  revenue 
officers  who  understood  the  legal  and  procedural  requirements,  but 
they  chose  not  to  follow  them,  or  they  consciously  bypassed  some 
of  these  things. 

I have  known  of  revenue  officers  who,  on  more  than  one  occasion, 
would  issue  nominee  or  alter  ego  liens  without  going  through  the 
procedures  that  are  set  up  in  their  manual  for  review. 

Typically,  this  revenue  officer  would  end  up  receiving  payment  of 
the  tax,  would  close  the  file,  and  that  would  be  the  end  of  it.  If 
there  was  a problem,  only  then  would  this  revenue  officer  go 
through  the  required  steps. 

He  was  considered  to  be  a good  revenue  officer  in  that  he  col- 
lected a lot  of  tax  and  closed  a lot  of  cases.  Consequently,  he  was 
given  a lot  of  latitude  in  how  he  worked  his  cases.  He  felt  justified 
in  taking  shortcuts  because  he  felt  that  he  had  good  instincts  and 
he  got  what  he  felt  were  the  right  results,  meaning  that  the  tax- 
payer pays  the  tax. 

Later  on,  this  person  was  promoted  to  a group  manager  and  it 
was  my  feeling  that  the  revenue  officers  in  his  group  sort  of  had 
the  same  attitude,  that  they  were  allowed  to  work  their  cases  in 
this  manner  as  long  as  they  did  not  make  any  mistakes. 

I felt  that  there  was  a prevailing  notion  in  some  of  these  groups 
that  if  a particular  procedure  was  not  exactly  followed  to  the  letter, 
that  first  of  all,  the  taxpayer  probably  would  not  know  the  dif- 
ference. 
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Second  of  all,  the  manager  might  not  even  know  the  difference. 
As  long  as  everything  turned  out  all  right,  as  long  as  the  tax  was 
collected,  then  there  was  really  no  harm  done. 

In  fact,  the  revenue  officer  would  probably  feel  they  were  doing 
a good  job  because  they  were  collecting  the  tax  without  using  a lot 
of  resources.  They  were  getting  the  right  result.  In  essence,  it  was 
a matter  of  the  ends  justifying  the  means. 

In  one  district  in  California,  I became  aware  that  some  IRS  man- 
agers blatantly  disregarded  the  law,  even  though  I believe  they  un- 
derstood it.  This  had  to  do  with  the  ownership  of  personal  resi- 
dences in  California. 

In  California,  if  married  people  hold  title  to  property  as  joint  ten- 
ants it  is  presumed  under  State  law  that  they  mean  to  have  it  be 
joint  tenants,  so  that  if  only  one  spouse  owes  tax  the  IRS  is  only 
entitled  to  seize  half  of  the  house. 

This  presumption  of  joint  tenancy  can  be  overcome  by  a factual 
showing  that,  in  reality,  it  was  held  as  community  property.  If  the 
house  is  held  as  community  property,  the  IRS  can  seize  the  whole 
house. 

In  this  particular  district  the  IRS  took  the  position  that  all  joint 
tenancy  property  would  be  presumed  to  be  community,  even  though 
this  was  not  what  State  law  prescribed.  They  set  up  a procedure 
where  it  was  up  to  the  taxpayer  to  prove  otherwise. 

The  result  was  that  the  IRS  was  treating  100  percent  of  the  resi- 
dents as  being  subject  to  the  tax  lien  and  subject  to  seizure  and 
sale  rather  than  one-half.  The  reality  is,  I believe,  that  most  tax- 
payers do  not  know  really  the  difference  between  joint  tenancy  and 
community  property  and  they  rely  on  the  IRS  in  this  case  to  do  the 
right  thing. 

The  IRS,  on  the  other  hand,  in  this  situation  was  really  taking 
advantage  of  the  fact  that  most  taxpayers  do  not  know  the  dif- 
ference and  that  the  general  public  is  ignorant  on  what  may  be 
considered  a technical  legal  issue.  This  would  be  to  the  detriment 
of  the  non-owing  spouse,  the  spouse  that  did  not  owe  the  tax. 

Now,  these  people  that  I spoke  with  in  IRS  admitted  that  they 
knew  that  the  law  was  otherwise,  but  they  justified  this  policy  by 
saying,  well,  we  believe  that  most  people,  even  if  they  hold  their 
property  as  joint  tenancy,  they  really  believe  it  is  community  any- 
way so  this  is  just  more  expedient  for  us  to  do  it  this  way.  It  is 
this  mind-set  of  IRS  that  really  concerns  me. 

I also  found  that  in  the  bankruptcy  area  I was  privileged  to  work 
on  a national  task  force  involving  IRS  procedures  in  handling 
bankruptcy  cases,  and  I had  the  opportunity  visit  several  different 
districts  around  the  country  and  interview  people  in  and  out  of  IRS 
regarding  bankruptcy. 

We  found  that  in  some  offices  in  the  country  the  IRS  was  basi- 
cally ignoring  the  bankruptcy  law  regarding  the  IRS  obligations  re- 
garding bankruptcy  discharge,  the  automatic  stay,  and  they  justi- 
fied it  based  on  the  fact  that  they  really  did  not  have  the  staffing 
to  do  it,  and  since  it  was  not  exactly  a program  area  that  they  were 
directed  to  follow,  they  just  did  not  do  it,  they  used  their  resources 
for  other  things. 

I should  add  also  though  the  fact  that  the  IRS  did  not  really  tend 
to  these  basic  tasks  also  was  detrimental  to  the  IRS.  In  some  cases 


they  were  unable  to  collect  taxes  that  they  rightfully  had,  or  should 
have  been,  collecting. 

As  a taxpayer  representative  in  my  current  position,  I am  now 
even  more  aware  of  how  important  it  is  for  the  IRS  representatives 
to  follow  the  procedures  that  are  set  up  by  the  IRS  manual  and  the 
Internal  Revenue  Code  in  collecting  taxes. 

I found  that  for  the  most  part  taxpayers  are  intimidated  by  the 
IRS  and  they  will  do  whatever  is  asked  of  them.  Because  most  tax- 
payers do  not  know  much  about  tax  law,  they  rely  on  the  IRS  with 
respect  to  many  issues  and  they  put  their  trust  in  them  as  public 
servants.  After  today,  maybe  not  so  many  of  them  will. 

But  even  if  the  taxpayer  feels  that  the  IRS  is  not  acting  properly 
in  their  case,  it  is  often  too  costly  for  the  taxpayer  to  hire  represen- 
tation to  fight  the  IRS.  The  end  result  is  that  many  taxpayers  are 
paying  more  tax  than  they  rightfully  should,  and  some  individuals 
are  paying  tax  that  they  are  not  personally  liable  to  pay. 

I do  believe,  based  on  my  experience,  that  if  a taxpayer  is  right 
and  a taxpayer  presses  an  issue  and  takes  it  up  through  the  sys- 
tem, that  ultimately  the  taxpayer  will  prevail. 

However,  the  process  is  very  costly  in  terms  of  fees,  time,  aggra- 
vation. Because  of  this,  it  is  very  important  for  the  IRS  to  avoid 
taking  procedural  shortcuts,  and  the  IRS  should  treat  the  tax- 
payers fairly  up  front  so  that  mistakes  are  not  make  and  taxpayers 
are  not  put  in  the  position  of  choosing  whether  to  pay  the  wrong 
amount  of  tax  or  to  pay  for  assistance  to  fight  it  out,  because  either 
way  the  taxpayer  loses. 

As  an  organization,  the  IRS  has  excellent  technical  resources 
which  it  really  does  not  use  to  its  best  advantage.  Tax  collection 
is  a complex  process,  given  the  number  of  Federal  laws  and  regula- 
tions that  apply.  Revenue  officers  can  be  expected  to  require  assist- 
ance in  some  cases. 

The  special  procedures  function  is  set  up  within  the  Collection 
Division  of  the  IRS  to  provide  technical  assistance  to  the  tax  collec- 
tors in  the  field.  I found  that  in  those  districts  where  special  proce- 
dures is  given  the  staffing  and  the  funding  it  needs,  it  has  proven 
to  be  very  valuable. 

But  each  district  is  given  the  discretion  to  decide  how  much 
funding  and  how  much  emphasis  it  wants  to  put  on  special  proce- 
dures, and  how  they  will  staff  it  and  how  it  will  operate. 

I found  that  in  some  districts  special  procedures  is  not  effective 
at  all.  In  fact,  the  people  who  are  assigned  there  are  inexperienced. 
They  are  put  there  because  possibly  they  have  other  problems  in 
their  jobs.  That  is  even  true  for  some  of  the  managers  who  end  up 
there. 

In  those  cases,  the  field  revenue  officers  have  little  confidence  in 
special  procedures  and  they  do  not  really  rely  on  the  advisors  for 
technical  assistance. 

On  the  other  hand,  the  districts  with  excellent  special  procedures 
staffs  have  advisors  who  have  worked  in  their  program  areas  for 
many  years,  they  work  well  together,  they  learn  from  each  other, 
they  work  closely  with  district  counsel  and  they  are  respected  by 
the  field  officers  and  they  do  provide  assistance  to  them  so  that 
they  do  not  make  as  many  mistakes. 
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The  IRS  would  be  well  served  by  requiring  all  districts  to  step 
up  the  level  of  their  special  procedure  staffs  so  that  the  IRS  nation- 
wide can  more  effectively  and  justly  collect  the  taxes  owed. 

In  conclusion,  the  IRS,  in  my  view,  has  much  room  for  improve- 
ment in  the  way  it  deals  with  taxpayers  and  in  collecting  delin- 
quent accounts.  While  there  are  many  positive,  productive  forces 
and  individuals  at  work  within  the  IRS  who  are  constantly  trying 
to  make  improvements,  some  of  the  chronic  problems  remain. 

The  IRS  is  there  to  enforce  the  tax  laws.  However,  it  is  also  there 
to  ensure  that  the  law  is  applied  fairly  and  consistently.  The  IRS 
representatives  wear  two  hats.  When  dealing  with  willfully  non- 
compliant  taxpayers  they  are  adversaries,  but  at  the  same  time 
they  are  public  servants.  There  is  no  excuse  for  cutting  procedural 
corners  or  legal  corners  or  establishing  presumptions  which  place 
citizens  at  a practical  or  economic  disadvantage. 

Better  training  of  revenue  officers,  as  well  as  their  managers, 
and  in  tolerance  of  blatant  violations  of  the  law,  would  go  a long 
way  toward  improving  the  overall  quality  of  tax  collection  and  im- 
proving the  level  of  public  trust  in  the  IRS. 

The  Chairman.  Thank  you  very  much,  Ms.  Larsen,  for  your  help- 
ful testimony. 

[The  prepared  statement  of  Ms.  Larsen  appears  in  the  appendix.] 

The  Chairman.  Mr.  Patnoe? 

STATEMENT  OF  DAVID  PATNOE,  CAMARIO,  CA 

Mr.  Patnoe.  Good  afternoon,  Mr.  Chairman  and  members  of  the 
Senate  Finance  Committee. 

My  name  is  David  Patnoe.  I am  currently  an  enrolled  agent  in 
Camario,  CA,  representing  taxpayers  before  the  Collection  Divi- 
sions of  the  Internal  Revenue  Service  for  over  7 years. 

Prior  to  this  I was  a revenue  officer  for  the  Internal  Revenue 
Service  for  over  10  years.  During  my  tenure  with  the  IRS  I was  a 
revenue  officer,  and  on-the-job  instructor  for  trainee  revenue  offi- 
cers, an  instructor  for  revenue  officer  training  schools,  Phase  I and 
Phase  II  sessions,  and  an  offer  and  compromise  specialist  and  an 
advisor  in  the  special  procedures  function. 

I have  worked  in  the  Anchorage,  Alaska,  Shreveport,  Louisiana, 
and  Brooklyn,  New  York  IRS  offices,  which  provided  me  with  a 
great  opportunity  to  see  how  collection  worked  in  different  areas  of 
the  country. 

Now  working  as  a taxpayer’s  advocate  I have  had  the  oppor- 
tunity to  see  things  from  the  other  side.  It  is  from  this  wide  range 
of  experience  that  I speak  to  you  today.  Despite  what  I believe  to 
be  a rather  unique  background,  I have  found  dealing  with  the  IRS 
personnel  to  be  quite  disturbing  in  a few  cases,  and  downright 
maddening  in  others. 

In  particular,  I have  had  my  worst  experiences  with  people  I be- 
lieve had  insufficient  training  to  be  performing  the  jobs  they  were 
assigned.  In  some  instances,  these  actions  were  outright  illegal  and 
highly  abusive.  The  trouble  with  discussing  abusive  tax  collection 
is  that  there  is  no  line  drawn  between  regular  tax  collection  and 
abusive  tax  collection. 

When  you  consider  that  the  very  act  of  a revenue  officer  impos- 
ing their  will  on  a taxpayer  by  the  use  of  a levy  on  wages  or  retire- 


ment funds,  or  the  seizure  of  assets  such  as  a personal  residence 
will  probably  be  considered  by  a lot  of  people,  and  surely  by  the 
taxpayer  themselves. 

My  definition  of  abusive  tax  collection  is  the  illegal  use  of  certain 
collection  tools,  or  when  the  collection  tool  used  is  not  warranted 
in  that  given  situation.  Let  me  give  you  an  example  that  I think 
will  demonstrate  what  I believe  is  occurring  far  more  frequently 
than  people  may  realize. 

I was  hired  to  assist  in  a matter  involving  the  improper  use  of 
a levy.  A levy  is  generally  the  seizure  of  a money  in  some  form. 
The  IRS  had  issued  a levy  on  one  of  my  client’s  receivables  owed 
to  his  business,  a sole  proprietorship.  But  the  tax  that  the  IRS  was 
trying  to  collect  on  the  levy  was  not  owed  by  my  client,  but  was 
in  fact  owed  by  a company  that  my  client  had  worked  for  at  one 
time  as  an  employee  with  no  ownership  interest  whatsoever. 

The  revenue  officer,  who  at  the  time  was  acting  as  an  on-the-job 
instructor  for  another  revenue  officer,  went  to  my  client’s  business 
with  seizure  papers  in  hand.  The  client,  being  faced  with  a seizure 
of  his  new  business,  became  very  afraid  and  paid  a payment  of 
$7,000  to  forestall  the  seizure. 

Now,  he  paid  this  despite  the  fact  that  he  did  not  owe  any  tax. 
The  IRS  basically  scared  this  person,  or  extorted  him,  into  paying 
money  that  he  did  not  owe  with  the  threat  of  seizing  his  business 
for  the  debt  of  a company  that  he  had  at  one  time  worked  for. 

After  the  initial  payment  of  $7,000,  the  same  revenue  officer  is- 
sued a levy  on  one  of  the  client’s  accounts  receivables  for  roughly 
$21,000.  That  money  was  going  to  be  used  to  pay  the  client’s  pay- 
roll, and  the  seizure  of  those  funds  would  have  effectively  put  the 
client  out  of  business. 

The  levy  itself  was  an  amazing  flight  of  fancy  by  that  revenue 
officer.  Remember,  there  was  no  relationship  nor  common  owner- 
ship between  these  companies.  The  client  simply  had  been  an  em- 
ployee of  the  company  that  owed  the  tax. 

The  IRS  was  well  aware  of  these  facts.  Despite  having  the  expla- 
nation laid  out  in  black  and  white,  the  revenue  officer  would  not 
release  the  levy  nor  refund  the  $7,000  she  had  collected  illegally  by 
) scaring  the  taxpayer  when  she  first  showed  up  at  his  door. 

In  fairness,  let  me  add  there  are  instances  when  a tax  can  be  col- 
lected from  someone  other  than  the  taxpayer.  A third  party  can  be- 
come liable  if  there  was  a transfer  of  assets  for  less  than  fair  con- 
sideration or  if  a party  is  holding  property  in  their  name  simply  to 
evade  the  seizure  of  these  assets  for  taxes  due. 

However,  prior  to  collecting  from  a transferee  or  nominee,  the 
IRS  must  go  through  a number  of  steps  involving  a group  called 
special  procedures  in  the  Office  of  District  Counsel. 

In  this  particular  instance,  none  of  this  had  been  done.  I in- 
formed the  revenue  officer  that  she  had  not  taken  any  of  the  re- 
quired steps  and  had  acted  without  benefit  of  legal  counsel.  I added 
that  her  actions  were  not  just  abusive,  but  blatantly  illegal.  The 
revenue  officer  responded  with  one  word,  “and?” 

Only  when  the  revenue  officer  realize  that  we  would  make  every 
effort  possible  to  expose  this  action  did  she  come  back  with  a re- 
lease of  the  levy.  When  you  consider  that  this  was  an  experienced 
revenue  officer  acting  with  her  group  manager’s  approval,  and  not 
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to  mention  also  trains  other  revenue  officers,  her  actions  were  ab- 
solutely beyond  comprehension. 

It  is  this  type  of  action  that  is  designed  to  intimidate  and  instill 
such  fear  that  the  IRS’s  actions  can  succeed  without  question.  I 
would  also  like  to  say  that  this  type  of  action  did  not  occur  while 
I was  a revenue  officer.  Unfortunately,  it  did.  I know  of  seasoned 
tax  collectors  who  were  well  aware  of  the  law  and  took  actions  that 
were  out  of  the  realm  of  legal  tax  collection. 

In  one  instance,  a revenue  officer  who  made  up  a seizure  docu- 
ment titled  “Nominee  Levy  on  the  Spot,”  prior  to  seizing  assets 
from  someone  who  was  not  the  taxpayer  was  soon  after  made  a 
group  manager. 

In  another  case  I dealt  with,  a revenue  officer  who  had  access  to 
the  IRS  computer  system  to  get  information  on  a case  I was  as- 
signed. When  I questioned  the  revenue  officer  why  he  was 
accessing  information  on  my  case  he  stated,  my  wife  works  for  this 
company,  and  if  I can  help  her  straighten  this  out,  the  company 
problem,  it  will  be  a real  feather  in  her  cap.  I told  the  revenue  offi- 
cer, put  the  print-outs  away.  That  revenue  officer  also  became  a 
group  manager. 

These  actions  were  particularly  annoying  because  I believe  both 
these  revenue  officers  knew  what  they  were  doing  was  outside  the 
scope  of  correct  tax  collection. 

When  I left  the  IRS  in  December  1989,  I considered  writing  my 
own  thesis  about  tax  collection.  I wanted  to  suggest  that  IRS  tax 
collectors  be  held  to  some  standards  of  training  prior  to  promotion. 

Not  only  should  they  be  held  to  standards  of  training,  but  they 
should  also  demonstrate  their  knowledge  on  proficiency  tests.  No 
revenue  officer  should  be  promoted  or  allowed  to  train  others  until 
they  are  able  to  pass  increasingly  difficult  proficiency  test. 

While  I was  working  at  IRS  I was  seriously  concerned  about  the 
agency’s  escalating  tendency  to  place  unskilled  collectors  into  man- 
agement positions.  I used  to  call  these  people  the  90-day  wonders, 
90  days  being  the  span  of  time  they  spent  during  revenue  officer 
work  between  Phase  I and  Phase  II  revenue  officer  training  class- 
es. 

Basically,  I found  that  people  hired  as  revenue  officers  would  be 
detailed  to  do  special  projects.  Usually  these  projects  were  thought 
up  by  either  first-line  managers  or  by  upper  level  managers.  More 
often  than  not,  the  project  was  to  justify  some  type  of  statistic  re- 
lated to  cases  closed  or  money  collected. 

The  projects  were  administrative  work  that  did  not  lead  to  a 
knowledge  of  collection  procedures  or  requirements  put  on  a reve- 
nue officer  by  the  laws  and  regulations.  Because  management  had 
put  these  revenue  officers  on  these  projects,  these  same  managers 
would  not  hold  them  back  when  it  came  time  to  be  considered  for 
promotion. 

Many  times,  someone  who  had  only  attended  the  two  phases  of 
revenue  officer  training  was  promoted,  even  though  that  individual 
may  never  have  actually  knocked  on  a door,  collected  tax,  or 
worked  with  others  in  the  process  of  collecting  taxes. 

This  led  to  people  being  promoted  who,  in  turn,  qualified  to  be 
management  based  solely  on  the  fact  that  they  were  at  the  right 
grade  level.  I cannot  remember  the  number  of  times  I heard,  you 


do  not  have  to  know  how  to  collect  taxes  to  be  a manager,  you  just 
have  to  know  how  to  manage. 

It  is  amazing  that  someone  who  does  not  know  much  about  col- 
lection is  put  m charge  of  people  who  are  sent  out  to  collect.  The 
person  the  revenue  officer  is  supposed  to  depend  on  for  their  first 
level  ot  advice  for  difficult  cases  only  needs  to  know  how  to  man- 
age, but  not  how  to  collect  taxes. 

It  is  especially  frightening  because  these  managers  are  required 
to  review  and  approve  certain  actions  of  revenue  officers  based  on 
their  own  understandings  of  what  action  is  appropriate  under  the 
IRS  policies,  as  well  as  the  law. 

As  a result  of  this  training  and  promotion  practice,  new  revenue 
officers  have  become  less  and  less  effective,  while  many  of  the  cur- 
rent managers  do  not  know  what  the  revenue  officers  are  supposed 
to  do. 

Additionally,  many  of  these  managers  are  basing  day-to-day  deci- 
sions on  whatever  they  determine  important  to  their  own  super- 
visors in  order  to  look  good.  What  were  these  managers  judged  on? 
Sheer  numbers.  H°w  many  dollars  collected,  how  many  cases  are 
closed?  That  is  the  bottom  line. 

Make  no  mistake  about  it,  there  are  goals,  quotas,  that  may  be 
unstated  but  well-known  to  the  agent  or  revenue  officer  that  are 
driving  many  of  the  actions  you  will  hear  about  today.  So  what  we 
have  now  are  managers  who  are  not  thoroughly  schooled  in  the  col- 
lection  of  taxes,  but  making  decisions  based  on  how  they  can  get 
their  numbers  up. 

Now  the  cycle  is  complete.  Managers  knowing  little  about  what 
their  employees  are  supposed  to  be  doing  are  evaluating  their  em- 
ployees  on  how  they  could  collect  more  tax  or  close  more  cases. 
Since  these  managers  do  not  know  enough  about  tax  collection, 
they  have  a tendency  to  require  the  revenue  officer  to  take  actions 
that  might  not  be  correct,  but  which  the  manager  feels  would  lead 
to  a higher  closing  rate  or  a higher  dollar  collection. 

Sometimes  the  action  might  even  be  illegal,  but  the  managers 
did  not  know  it,  simply  recognizing  that  a particular  action  re- 
suited  in  more  closures.  The  newer  revenue  officers  might  not  know 
a particular  action  is  illegal  because  they  have  not  been  around 
long  enough  or  are  simply  not  sufficiently  trained. 

The  new  revenue  officers  who  have  been  taking  direction  from 
these  managers  get  promoted  and  are  now  placed  in  the  position 
of  an  on-the-job  instructor.  So  you  see,  the  cycle  continues  and  the 
quality  of  tax  collection  gets  worse.  As  it  gets  worse,  Congress  gets 
more  complaints  from  irate  taxpayers. 

In  closing,  I would  like  to  add  one  thing.  I know  too  many  people 
who  collect  taxes  for  the  IRS  that  are  fine,  hardworking  honest 
people  to  paint  the  IRS  tax  collection  with  a broad  brush. 

To  a great  number  of  employees  at  IRS  these  abuses  are  not 
more  tolerable  than  they  are  to  this  committee.  It  is  a shame  that 
these  abuses  can  cast  a cloud  over  these  same  people.  The  number 
of  abuses  compared  to  the  number  of  cases  is  still  small.  It  none- 
theless is  way  too  large  to  be  acceptable.  No  abuse  is  acceptable. 

There  are  many  people  with  great  technical  knowledge  and  skill 
whose  talent  would  better  be  utilized  teaching  and  aiding  others. 
The  managers  who  did  not  have  the  knowledge  or  skill  to  direct  tax 
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collection  could  learn  a great  deal  from  some  of  these  people.  They 
might  not  learn  anything  about  management,  but  they  need  to 
learn  about  tax  collection. 

This  may  mean  a reduction  in  production  as  far  as  closures  or 
dollars  collected  for  a few  months,  or  even  a year.  But  over  the 
course  of  one  to  2 years  it  should  result  in  an  increase  in  collection 
of  revenues  and  less  complaints  for  the  members  of  Congress  to  ad- 
dress. 

The  Office  of  the  Ombudsman  and  the  Office  of  Problem  Resolu- 
tion Program  should  be  manned  with  highly-skilled  tax  collectors 
who  are  capable  of  resolving  these  issues  before  they  become  highly 
contentious  issues  argued  at  higher  levels. 

I want  to  thank  you,  Mr.  Chairman  and  members  of  the  commit- 
tee, for  allowing  me  to  speak  here  today  about  a few  things  that 
have  been  on  my  mind  for  the  last  several  years. 

The  Chairman.  Thank  you,  Mr.  Patnoe. 

[The  prepared  statement  of  Mr.  Patnoe  appears  in  the  appendix.] 
The  Chairman.  Mr.  Lilly? 

STATEMENT  OF  LAWRENCE  G.  LILLY,  ST.  AUGUSTINE,  FL 

Mr.  Lilly.  Mr.  Chairman  and  committee  members,  my  name  is 
Lawrence  G.  Lilly.  I am  a tax  attorney  living  in  St.  Augustine,  FL 
at  this  time. 

I have  been  a tax  attorney  for  more  than  30  years.  For  28  years 
I was  an  employee  of  the  Internal  Revenue  Service.  For  the  first 
4 years  of  my  employment  I was  a special  agent,  which  is,  as  you 
know,  a criminal  investigator.  I then  went  on  and  became  an  attor- 
ney in  the  Office  of  District  Counsel  in  Atlanta. 

Ultimately,  I progressed  up  through  the  chain  of  command  in  the 
counsel’s  office,  became  a special  attorney  for  criminal  tax,  an  as- 
sistant district  counsel,  and  ultimately  the  district  counsel  in  one 
of  our  larger  districts,  that  being  in  San  Jose,  California. 

A fair  and  efficient  tax  collection  agency  is  recognized  by  every- 
one as  being  vital  to  the  future  of  this  country.  Although  no  one 
likes  to  pay  taxes,  all  reasonable  people  know  that  our  taxes  are 
the  price  that  we  pay  for  our  liberty.  No  one  can  properly  voice  a 
legitimate  complaint  about  shouldering  a fair  share  of  paying  for 
our  system  of  government. 

Now,  I strongly  believe  in  honesty  in  government,  as  I think  each 
of  us  here  does.  In  that  vein,  I make  a recommendation  to  the  com- 
mittee at  this  time.  That  is,  that  you  rename  the  agency  which  col- 
lects our  taxes.  You  should  add  an  “A”  at  the  end  of  its  title  and 
drop  the  word  “Service,”  because  they  render  no  service.  You 
should  rename  the  agency  the  Internal  Revenue  Statistical  Agency. 
That  summarizes  the  problem,  lack  of  service  and  too  much  statis- 
tics. 

My  purpose  today  is  to  present  constructive  criticism  of  the  IRS 
for  consideration  by  the  committee.  It  is  my  hope  that,  with  your 
guidance,  the  credibility  of  the  service  can  be  restored  to  the  high 
level  which  prevailed  at  earlier  times.  It  is  vital  to  our  system  of 
taxation  that  the  citizens  who  are  paying  the  taxes  have  trust  and 
confidence  in  the  fairness  of  the  system. 


I personally  was  extremely  proud  to  be  an  employee  of  the  Inter- 
nal Revenue  Service  for  the  major  portion  of  my  career.  I worked 
with  good  people. 

During  the  1980’s,  however,  I began  to  note  what  I considered  to 
be  significant  deterioration  of  the  service  and  its  concern  for  serv- 
ing the  public.  It  appeared  to  me  that  the  Internal  Revenue  Service 
had  consciously  or  unconsciously  dropped  the  service  aspect  of  their 
job  in  order  to  focus  exclusively  on  making  upper  management  look 
good  statistically. 

This,  I fear,  has  led  to  undermining  the  culture  of  the  organiza- 
tion, lowered  the  self-esteem  of  many  employees,  and  caused  the 
organization  to  become  unfair  and  oppressive  in  its  treatment  of 
some  taxpayers. 

Before  proceeding,  I want  to  make  it  clear  to  you  that  I was  not 
technically  an  employee  of  the  Internal  Revenue  Service  for  most 
of  my  career.  Organizationally,  the  attorneys  who  work  with  the 
IRS  are  not  subordinate  to  the  district  directors,  or  even  to  the 
commissioner  of  the  Internal  Revenue  Service. 

Attorneys  work  within  a parallel  organizational  structure  which 
reports  to  the  chief  counsel  and  to  the  general  counsel  of  the  Treas- 
ury Department.  This  is  intended  so  that  the  attorneys  will  be  able 
to  render  objective  opinions  and  give  good  advice  to  the  functional 
people  on  the  commissioner’s  staff.  Certainly,  that  separation  of 
powers  is  very  good. 

In  view  of  this  distinctive  organizational  structure,  I had  the  op- 
portunity to  see  the  IRS  from  a viewpoint  that  is  quite  different 
than  that  of  most  former  IRS  employees,  or  indeed  most  present 
IRS  employees. 

Whereas  most  employees,  present  or  past,  worked  within  a par- 
ticular area  such  as  examination,  collection,  or  criminal  investiga- 
tion, I,  as  a manager  of  attorneys,  was  involved  with  each  and 
every  one  of  those  functional  areas. 

From  this  perspective,  I had  the  opportunity  to  make  detailed  ob- 
servations about  the  service’s  operations  and  also  had  the  time  to 
develop  what  I hope  are  a few  solid  recommendations  for  its  im- 
provement. 

I do  not  intend  to  tell  you  any  horror  stories  as  I progress.  I 
could  do  so,  but  I think  other  witnesses  have  served  that  purpose. 
Certainly,  I have  seen  many. 

I believe  there  is  far  too  much  focus  set  on  achieving  statistical 
goals  set  by  upper  management.  These  are  generally  known  as  the 
SES,  or  senior  executive  service,  goals. 

Now,  I want  to  make  it  clear  that  goals  are  important  and  nec- 
essary in  the  management  of  any  organization.  The  problem  is  not 
in  having  goals,  the  problem  is  how  you  define  your  goals.  The 
goals,  as  currently  drafted  by  management,  focus  on  how  many  lev- 
ies you  make,  how  much  tax  you  assess,  how  many  returns  you  ex- 
amine, things  which  are  readily  measurable.  They  are  taking  the 
easy  way  out. 

Those  goals  should  be  rearticulated  to  measure  quality.  What  is 
the  quality  of  the  service  they  are  rendering?  That  is  what  they 
have  forgotten.  The  goals  which  they  now  have  are  generally  not 
sensitive  to  the  perceptions  of  the  average  American  taxpayer  at 
all. 
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The  organizational  structure  of  the  IRS  is  still  too  decentralized. 
Directives  from  the  top  are  implemented  or  not  implemented  in  the 
manner  decided  upon  locally.  Directives  with  which  local  employees 
or  managers  disagree  take  considerable  time  before  they  are  imple- 
mented. 

As  just  a single  example,  some  time  ago  Peggy  Richardson,  the 
commissioner  at  that  time,  announced  publicly  with  great  fanfare 
that  there  was  going  to  be  a newer  and  fresher,  more  taxpayer-sen- 
sitive approach  to  offers  and  compromise.  They  welcomed  offers 
and  compromise,  they  encouraged  people  to  apply. 

The  district  in  which  I reside  did  not  favor  that  policy,  evidently, 
for  several  months  later  they  were  still  applying  the  old  procedures 
and  were  being  very  hard-nosed  about  offers  and  compromise. 

I had  one  which  I submitted  for  review  and  it  met  all  of  the  cri- 
teria. I got  it  back  from  a revenue  officer  in  the  SPF  staff  saying, 
simply,  we  will  not  consider  this  offer  and  compromise.  They  did 
not  even  look  at  it.  It  was  just  rejected  out  of  hand. 

I wrote  a letter  to  the  district  director  personally  and  stated  that 
it  appeared  to  me  from  this  experience  that  the  commissioner  of 
the  Internal  Revenue  Service  apparently  had  no  jurisdiction  over 
the  management  of  that  district,  since  that  district  could  do  what 
they  wished  to  do  in  spite  of  the  commissioners  direction. 

The  regional  offices  of  the  Internal  Revenue  Service,  or  at  least 
the  regional  offices  of  the  chief  counsel  with  which  I am  most  famil- 
iar, serve  little  or  no  purpose  except  to  dilute  the  authority  of  the 
national  office  and  to  delay  the  implementation  of  national  direc- 
tives. 

I recommend  that  consideration  be  given  to  eliminating  these 
last  four  regional  offices  or,  if  there  is  some  reason  why  they  can- 
not be  eliminated,  move  them  to  Washington.  Let  them  sit  in  the 
same  building  as  the  commissioner  where  the  commissioner  can 
control  what  they  do.  If  the  span  of  control  is  such  that  regional 
organization  is  necessary,  it  could  be  accomplished  in  that  manner. 

Right  now,  and  during  all  of  my  experience  with  the  service,  the 
regions  were  functioning  as  fiefdoms,  where  the  person  in  charge, 
the  regional  commissioner  or  the  regional  counsel  in  the  appro- 
priate case,  was  considered  a prince,  whereas  the  commissioner  or 
the  chief  counsel  was  the  king.  They  were  like  royalty.  They  de- 
cided what  they  wanted  to  do,  and  they  did  it. 

Now,  selections  for  managerial  positions  is  another  problem  area. 
They  are  made  based  solely  upon  whether  the  employee  has  per- 
formed well  in  his  current  position.  Was  the  person  being  consid- 
ered for  promotion  a good  attorney,  was  he,  theoretically,  a good 
revenue  officer,  or  was  he  a good  agent?  It  is  my  opinion  that  they 
give  little  or  no  consideration  to  whether  the  person  has  people 
skills  which  would  enable  them  to  be  good  managers. 

Being  a good  revenue  officer  does  not  mean  you  will  be  a good 
manager  of  revenue  officers.  What  you  do,  is  you  take  your  better 
technical  people  and  you  promote  them  into  management  positions. 
By  doing  that,  you  have  lost  a good  technical  person  and  you  have 
not  necessarily  obtained  a good  manager.  We  need  a way  to  iden- 
tify people  with  management  skills. 

Now,  I share  the  opinion  which  I heard  from  the  gentlemen  who 
spoke  before  me  that  it  is  important  that  the  managers  of  the  reve- 


nue officers  be  technically  knowledgeable.  It  is  absolutely  essential 
at  that  level.  The  higher  up  you  go,  however,  the  less  important  is 
it  they  have  that  technical  knowledge  and  the  more  important  it 
becomes  that  they  have  management  skills.  But  that  is  not  the  way 
the  organization  runs  at  this  time. 

The  IRS  organization  is  too  insular.  It  has  little  infusion  of  new 
blood.  Traditionally,  everybody  is  promoted  from  within.  While  that 
is  good,  it  is  very  good  that  management  is  loyal  to  its  employees, 
it  leads  to  the  situations  where,  as  I heard  one  of  the  Senators  say, 
people  go  along  to  get  along.  You  wind  up  that  you  are  elevating 
people  based  upon  their  willingness  to  go  along  with  the  en- 
trenched views.  Innovation  and  imagination  are  frowned  upon 
within  the  Internal  Revenue  Service. 

I would  like  to  indicate  at  this  time  that  it  has  been  my  feeling 
for  approximately  as  long  as  I have  been  an  attorney  that  the 
American  Bar  Association  has  much,  too  much  influence  over  de- 
termining who  the  commissioner  of  the  Internal  Revenue  Service 
is. 

I am  very  pleased  to  see  that  we  are  hopefully  going  to  have  a 
commissioner  in  the  near  future  who  does  not  come  from  that  back- 
ground. You  can  be  a very  fine  attorney  and  not  be  a good  man- 
ager. The  commissioner  should  be  a manager  more  so  than  a good 
attorney. 

You  do  not  even  need  to  be,  at  the  commissioner’s  level,  an  ex- 
pert in  taxation.  You  have  all  kinds  of  advisors  to  give  you  advice 
on  tax.  If  you  can  manage  your  assets  and  use  them  fairly,  that  is 
what  a commissioner  should  do. 

Employee  satisfaction  with  the  IRS  has  been  on  a downward  spi- 
ral due,  at  least  in  part,  to  the  slavish  attention  to  the  numerical 
goals.  Employees  are  given  mandates  by  management  to  take  posi- 
tions known  to  be  incorrect  in  order  to  obtain  preordained  results. 

I know  many  people  who  have  retired  from  the  Internal  Revenue 
Service  or  who  have  left  before  retirement,  but  I do  not  know  a sin- 
gle one  of  them  who  regrets  that  they  no  longer  work  for  the  orga- 
nization. I personally  left  the  organization  8 or  9 years  before  I had 
intended  to  leave  because  I found  that  the  management  was  so  de- 
plorable at  that  time. 

It  is  my  considered  opinion  that  a few  of  the  problems  which  I 
have  addressed  can  be  readily  resolved.  As  I indicated,  the  four  re- 
maining regional  offices  should  be  completely  eliminated,  if  pos- 
sible. If  not,  they  should  be  relocated  to  Washington.  What  that 
will  do,  is  it  will  permit  the  commissioner  to  more  readily  make 
any  needed  changes  in  the  direction  of  the  organization. 

With  the  condition  of  the  organization  at  this  time,  whatever 
changes  are  implemented  will  need  to  be  implemented  quickly  and 
the  existence  of  those  regional  offices  will  not  assist  in  that. 

IRS  management  or  this  committee  can  take  action  to  ensure 
that  the  goals  in  the  future  place  greater  focus  on  the  quality  of 
performance  by  IRS  managers  and  employees.  This  should  cause 
all  IRS  employees  down  to  the  lowest  level  to  become  more  cog- 
nizant of  the  sensitivity  of  their  work  and  result  in  fair  and  equal 
treatment  of  all  taxpayers. 

Selection  boards  for  all  positions  above  the  first-line  management 
level,  above  the  group  manager  level,  should  include  at  least  one 
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representative  skilled  in  management  outside  the  IRS.  They  should 
learn  how  real  organizations  manage  assets  and  employees.  This 
will  result  in  a greater  focus  on  management  skills  and  at  the 
same  time  be  a step  in  opening  the  organization  to  an  infusion  of 
new  blood. 

I personally  commend  the  many  dedicated  and  responsible  em- 
ployees of  the  Internal  Revenue  Service  for  their  valiant  attempt 
to  fairly  administer  the  laws  in  an  even-handed  manner. 

The  culture  of  the  IRS  organization,  however,  has  eroded  to  the 
point  where  the  dedicated  employees  are  leaving  the  agency  as  fast 
as  possible.  You  will  find  very  few  employees  who  are  eligible  for 
retirement  who  remain  within  the  agency.  They  leave.  They  go  on 
to  different  things.  The  management  of  the  IRS  must  stop  sacrific- 
ing the  employees  in  order  to  make  themselves  look  good. 

One  last  thing  that  is  not  in  my  prepared  statement  but  which 
I would  like  to  call  to  your  attention,  is  that  one  of  the  problems 
I have  noted  within  the  IRS  is  that  there  is  nobody  under  the  dis- 
trict director  who  has  any  cross-functional  authority  to  resolve 
problems. 

You  have  somebody  who  knows  examination,  you  have  somebody 
who  knows  collection,  but  it  seems  like  there  is  nobody  who  has  the 
authority  to  really  solve  problems.  You  need  somebody  who  can  re- 
solve a problem  in  any  function. 

When  I was  a district  counsel  it  was  my  practice  to  have  all  dis- 
gruntled taxpayers  referred  to  me  personally.  I found  that  as  long 
as  I was  willing  to  put  it  in  writing  I could  accomplish  most  any- 
thing, so  I was  able  to  resolve  a lot  of  problems.  But  I do  not  know 
of  many,  or  any,  other  managers  within  the  Internal  Revenue  Serv- 
ice who  have  that  same  approach. 

Mr.  Chairman,  thank  you  for  this  opportunity  to  appear  before 
you  and  this  committee.  I greatly  appreciate  being  able  to  offer 
what  I hope  are  constructive  and  positive  comments  regarding  the 
future  role  of  the  IRS. 

The  Chairman.  Well,  thank  you,  Mr.  Lilly,  for  your  very  helpful 
suggestions  and  comments. 

[The  prepared  statement  of  Mr.  Lilly  appears  in  the  appendix.] 

The  Chairman.  Now  it  is  my  pleasure  to  turn  to  Ms.  Long,  who 
I would  point  out  is  a current  employee  of  the  IRS.  I want  to  thank 
her  for  appearing  here  today.  I know  that  doing  so,  at  least  in 
many  people’s  judgment,  puts  a future  career  at  great  risk.  But  I 
admire  her  courage  and  willingness  to  come  here  because  of  her 
dedication  to  the  IRS. 

Ms.  Long? 

STATEMENT  OF  JENNIFER  LONG,  CURRENT  EMPLOYEE  OF 
THE  INTERNAL  REVENUE  SERVICE 

Ms.  Long.  Thank  you.  Mr.  Chairman,  Senators,  thank  you  for  al- 
lowing me  to  come  before  you  this  afternoon  to  provide  an  account- 
ing of  activities  within  the  Internal  Revenue  Service. 

As  you  know,  my  name  is  Jennifer  Long  and  I am  currently  a 
revenue  agent.  Please  be  assured  that  I do  not  take  any  pleasure 
in  what  I am  about  to  say.  I regret  that  the  untenable  conditions 
permeating  the  IRS  have  compelled  me  to  this  point. 


I am  here  today,  along  with  my  colleagues  who  will  be  speaking 
tomorrow,  in  hopes  that  by  exposing  some  of  the  unauthorized  but 
tolerated  procedures  that  I personally  have  witnessed  by  members 
of  the  IRS  management,  congressional  oversight  will  bring  a posi- 
tive change. 

I can  personally  attest  to  the  use  of  egregious  tactics  used  by  IRS 
revenue  agents  which  are  encouraged  by  members  of  the  IRS  man- 
agement. These  tactics  which  appear  nowhere  in  the  IRS  manual 
are  used  to  extract  unfairly  assessed  taxes  from  taxpayers,  literally  <__ 
ruining  families  lives  and  businesses,  all  unnecessarily  and  some- 
times illegally. 

The  IRS  will  often  pursue  a taxpayer  who  is  viewed  to  be  vulner- 
able. To  the  IRS,  vulnerabilities  can  be  based  on  a perception  that 
the  taxpayer  has  limited  formal  education,  has  suffered  a personal 
tragedy,  is  having  a financial  crisis,  or  may  not  necessarily  have 
a solid  grasp  of  their  legal  rights.  „ 

Please  understand,  many  agents  are  encouraged  by  management 
to  pursue  tax  assessments  that  have  no  basis  in  tax  law  from  indi- 
viduals who  simply  cannot  fight  back.  However,  if  that  taxpayer 
does  object  or  complain,  every  effort  will  be  made  by  the  IRS  to  run  — 
up  their  tax  assessment,  deplete  their  financial  resources,  and  force 
them  to  capitulate  to  IRS  demands. 

The  IRS’s  mission  of  examination  states:  “Reduce  non-compliance 
by  identifying  and  cost  effectively  allocating  resources  to  those  re- 
turns most  in  need  of  examination  and  taxpayer  contact.” 

As  of  late,  we  seem  to  be  auditing  only  poor  people.  The  current 
IRS  management  does  not  believe  anyone  in  this  country  can  pos- 
sibly live  on  less  than  $20,000  per  year,  insisting  anyone  below 
that  level  must  be  cheating  by  under-stating  their  true  income. 

Currently,  in  a typical  case  assigned  for  audit  there  are  no  as- 
sets, no  signs  of  wealth,  no  evidence  that  would  support  a suspicion 
of  higher  unreported  income.  So  when  the  IRS  does  initiate  and 
audit  on  these  people,  these  individuals  are  already  only  one  short 
step  away  from  being  on  the  street. 

Clearly,  such  actions  do  not  encourage  or  promote  voluntary  com- 
pliance, even  in  legitimate  cases.  Before  we  began  to  ruin  their 
lives,  these  people  were  at  least  paying  something.  However,  be- 
cause of  the  tactics  used  in  auditing  and  condoned  by  the  IRS  man- 
agement, abject  fear  compels  many  of  these  individuals  to  go  com- 
pletely underground  and,  as  a direct  result,  pay  nothing  at  all. 

In  other  cases,  IRS  management  can  determine  that  a particular 
taxpayer  is  simply  “someone  to  get.”  In  other  words,  they  become 
a target  of  the  IRS.  Management  will  go  about  fabricating  evidence 
against  that  taxpayer  to  demonstrate  that  he  or  she  owes  more 
taxes  than  was  originally  claimed. 

Clearly,  it  goes  without  saying  that  evidence  should  never,  ever 
be  fabricated.  It  also  goes  without  saying  that  any  evidence  used 
against  a taxpayer  should  be  examined  first  before  guilt  or  inno- 
cence is  established,  not  the  other  way  around. 

In  certain  instances,  the  IRS  management  has  even  employed  its 
authority  to  intimidate  the  actual  taxpayers  into  fabricating  evi- 
dence against  its  own  IRS  employees.  In  return  for  their  compli- 
ance, the  taxpayer  may  be  offered  a reduction  in  their  taxes  or  a 
no  change  case. 
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I also  know  that  management  uses  this  same  power  to  extort  fab- 
ricated evidence  from  IRS  employees  against  their  own  colleagues 
by  offering  cash  awards,  promotions,  and  lightened  work  loads  as 
rewards  for  their  compliance. 

The  unfavorable  information  assembled  by  management  against 
its  own  employees  is  used  against  those  whom  the  IRS  has  identi- 
fied as  someone  who  is  unsupportive  of  its  unwieldy  methods  of  col- 
lection. 

The  IRS  Inspection  Division,  which  is  somewhat  akin  to  Internal 
Affairs  in  a police  department,  has  also  been  used  as  tool  by  man- 
agement to  harass  and  intimidate  its  employees.  However,  com- 
plaints to  the  IRS  Inspection  Division  about  possible  management 
misconduct  are  routinely  ignored,  but  often  result  in  retaliation 
against  the  IRS  employee  reporting  the  problem.  This  is  due  to  the 
fact  that  employees’  identities  are  disclosed  when  the  Inspection 
Division  reports  the  infraction  to  management. 

The  IRS  mission  statement  states,  “The  purpose  of  the  Internal 
Revenue  Service  is  to  collect  the  proper  amount  of  tax  revenue  at 
the  least  cost,  serve  the  public  by  continually  improving  the  quality 
of  our  products  and  services,  and  perform  in  a manner  warranting 
the  highest  degree  of  public  confidence  in  our  integrity,  efficiency, 
and  fairness.” 

I have  actually  witnessed  IRS  management  manipulate  income 
tax  return  figures  just  to  increase  their  office  collection  or  division 
collection  statistics.  It  did  this  through  various  means,  including 
not  permitting  valid  changes  in  a tax  return  that  would  favor  a 
taxpayer. 

To  allow  those  changes  would  wipe  out  the  assessment  placed  by 
the  IRS  and  run  counter  to  the  management’s  collection  numbers. 
For  those  who  choose  to  fight,  it  automatically  guarantees  a signifi- 
cant financial  and  emotional  toll. 

Mr.  Chairman,  the  American  taxpayers  are  not  stupid.  They 
clearly  recognize  unfairness.  Under  present  IRS  management  it 
has  become  so  distorted  that,  when  reviewing  a tax  case,  it  is  now 
our  job  to  “stick  it”  to  the  taxpayer  rather  tnan  determine  a sub- 
stantially correct  tax  assessment  for  that  taxpayer. 

In  the  past,  the  latter  was  our  job.  If  our  present  task  has 
changed,  then  the  IRS  mission  statement  needs  to  be  revamped  to 
reflect  what  the  service’s  current  mission  really  is,  and  God  help 
the  taxpayers. 

The  IRS  mission  statement  of  the  IRS  Examination  Division 
states,  “Examination  supports  the  mission  of  the  service  by  encour- 
aging the  correct  reporting  by  taxpayers  of  income.”  Yet,  in  reality, 
when  valid  changes  could  be  made  by  the  IRS  on  a taxpayer’s  re- 
turn that  favored  that  taxpayer,  we  are  instructed  not  to  make 
those  changes. 

However,  on  the  other  hand  I know  of  certain  IRS  employees 
that  have  been  instructed  by  IRS  management  not  to  conduct  au- 
dits of  particular  taxpayers  who  happened  to  be  personal  friends  of 
someone  in  management. 

Far  too  often,  the  IRS  management  automatically  assumes  that 
everyone  is  a criminal.  When  a taxpayer  comes  to  the  IRS  office  to 
negotiate  a tax  payment  issue  in  good  faith,  they  are  subjected  to 
provocative  behavior  on  the  part  of  the  IRS  in  order  to  set  them 
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off.  Management  will  then  use  the  taxpayer’s  response  as  proof 
that  they  are,  in  fact,  a reactionary,  saying,  see,  this  person  is  a 
troublemaker,  a real  hot-head. 

Based  on  this  pretext,  the  IRS  can  then  justify  taking  severe  ac- 
tion contraiy  to  the  law  in  order  to  pursue  the  collection.  The  im- 
mediate and  direct  consequences  of  these  actions  is  the  deprivation 
of  the  taxpayer’s  lawful  rights. 

I look  forward  to  your  questions,  and  I hope  that  in  some  way 
I will  have  assisted  you  in  restoring  the  IRS  to  a level  of  integrity 
that  will  regain  the  respect  of  the  American  people. 

The  Chairman.  Thank  you  very  much,  Ms.  Long. 

[The  prepared  statement  of  Ms.  Long  appears  in  the  appendix.] 

The  Chairman.  I have  to  say  to  each  of  you,  your  testimony  is 
certainly  indicative  of  a troubled  agency.  It  is  a matter  of  real  con- 
cern to  this  committee  that  the  agency  be  seen  by  the  American 
people  as  serving  them. 

I have  a series  of  questions  I would  like  to  ask  each  one  of  you 
to  answer.  I would  ask  that  you  try  to  be  as  brief  as  possible  be- 
cause the  hour  is  growing  late. 

One  of  my  concerns  is  the  IRS’  use  of  goals  and  statistics.  Any 
number  of  you  have  indicated  that  that  is  the  practice.  Now,  by  use 
of  goals,  quotas,  statistics,  I am  talking  about  employees  being 
evaluated  on  the  number  of  dollars  assessed  or  collected,  the  num- 
ber of  cases  closed,  the  number  of  liens  and  levies  imposed.  How 
widespread  is  this  practice?  Mr.  Strauss. 

Mr.  Strauss.  Senator,  it  has  already  been  testified  to  that  that 
specific  action  does  not  occur.  What  is  occurring  is  that  this  culture 
drives  the  organization  in  determining  what  is  important. 

The  question  is,  how  do  you  get  promoted  or  how  do  you  retain 
your  job?  If  the  managers  are  being  evaluated  on  specific  oper- 
ational objective  goals  or  statistical  goals,  then  that  is  what  dic- 
tates the  issues.  I have  never  seen,  from  all  my  years,  any  specific 
employee  evaluated  on  achieving  specific  statistical  objectives.  That 
does  not  mean  the  influence  is  not  there,  Senator. 

The  Chairman.  Ms.  Larsen? 

Ms.  Larsen.  As  Mr.  Lilly  stated  earlier,  I was  an  employee  in 
the  Office  of  Chief  Counsel,  so  I was  never  actually  an  employee 
of  the  Internal  Revenue  Service.  So  my  impressions  and  my  beliefs 
about  how  the  Internal  Revenue  Service  operates  really  comes  sort 
of  indirectly,  either  from  people  I have  known  that  have  worked  for 
IRS  or  my  conversations  with  other  managers  and  such. 

But  my  understanding  is,  at  least  with  respect  to  the  Collection 
Division,  is  that  individual  employees  are  not  evaluated  based  on 
the  number  of  seizures  that  they  make  or  the  number  of  dollars 
they  collect.  I do  not  even  believe  that  they  keep  those  statistics  by 
employee. 

However,  my  understanding  is  that  the  managers  themselves  as 
you  go  up  the  line,  they  are  evaluated  based  on  overall  efficiency 
of  their  group  or  their  division,  and  then  they  do  look  at  total  num- 
ber of  cases  closed,  the  total  number  of  dollars  per  staff  year,  that 
kind  of  thing. 

So  even  though  each  individual  employee  is  not  told,  go  out  and 
collect  $10,000  today,  there  is  always  this  pressure,  their  job  as  a 
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revenue  officer  is  to  collect  taxes,  close  cases,  and  move  things 
along.  So,  there  is  always  that  pressure  to  do  that. 

But  I do  not  have  any  specific  examples  of  where  they  have  told 
people  to  go  do  certain  things,  to  meet  a certain  statistical  goal. 

The  Chairman.  Mr.  Patnoe? 

Mr.  Patnoe.  Senator,  having  been  evaluated  many  times  as  an 
employee,  I was  never  evaluated  on  how  many  seizures  I did,  al- 
though I did  plenty.  I was  never  evaluated  on  the  basis  of,  well, 
you  closed  so  many  cases  per  hour. 

But  what  was  interesting  were  the  group  meetings  when  the 
quarterly  or  the  monthly  reports  would  come  out,  and  it  would  be 
pointed  out  to  the  employees  of  the  group  where  that  group  stood 
in  relation  to  other  groups  in  the  district  and  where  that  branch 
stood  in  relation  to  other  branches,  and  you  would  see  where  you 
sat  on  this  chart  that  showed  you  are  the  last  one. 

The  manager  would  say,  nobody  wants  to  be  the  last  one  because 
it  does  not  look  good.  So  I never  knew  of  anybody  that  was  just 
pulled  aside  and  said,  you  really  need  to  get  your  numbers  up.  It 
was  not  that  way. 

Basically,  Congress  itself  has  got  to  evaluate  the  IRS  on  some- 
thing. One  of  the  things  it  evaluates  the  IRS  on  is,  hey,  we  have 
so  many  dollars  uncollected,  we  have  so  many  cases  open;  what  are 
you  going  to  do  to  improve  this? 

That  is  a direct  statement  to  the  IRS  saying,  we  want  you  to 
produce,  we  want  you  to  do  something.  You  have  got  to  find  a way 
to  get  the  very  bottom  employee  to  produce  and  they  cannot  really 
say,  boy,  we  want  you  to  go  out  and  close  20  cases  today.  But  our 
group  sits  right  here,  and  we  cannot  stay  there.  We  have  got  to  do 
something.  That  is  the  way  it  is  done. 

The  Chairman.  Mr.  Lilly? 

Mr.  Lilly.  I think  the  prior  speakers  have  put  their  finger  on  the 
way  it  is  done.  The  lower  ranking  agents,  revenue  officers,  and  at- 
torneys do  not  receive  goals,  per  se.  Their  higher  managers  receive 
quite  definite  goals  of  what  to  accomplish.  Then  when  they  talk  to 
their  subordinates,  they  talk  to  them  in  the  terms  of  what  their 
goal  is. 

Now,  if  I am  a manager  and  I have  a goal  to  obtain  10  of  a cer- 
tain item  and  I have  10  agents  working  for  me,  I think  you  know 
what  I am  going  to  do,  I am  going  to  tell  each  of  my  subordinates 
that  I want  them  to  do  one  of  these  actions.  If  one  of  them  does 
three,  then  I am  going  to  praise  that  person.  So  what  is  happening, 
is  that  the  goals  are  being  used  indirectly  because  it  is  forbidden 
to  use  them  directly. 

The  Chairman.  Ms.  Long? 

Ms.  Long.  Well,  just  in  the  last  month  I was  told  I would  be  get- 
ting a cash  award  because  I had  closed  and  collected  the  third- 
highest  amount  of  tax  in  cases  in  the  group.  In  the  last  meeting 
I was  in,  it  just  seems  like  every  meeting  with  upper  management 
all  we  are  talking  about  is  hours  per  case,  dollars  collected.  I do 
feel  like  the  statistics  are  definitely  kept  on  all  the  agents  and  that 
;hey  are  used  in  evaluating  the  agents. 

Mr.  Patnoe.  Senator,  may  I say  one  additional  thing,  please. 

The  Chairman.  Yes. 


Mr.  Patnoe.  The  RD  issue,  the  accounts  receive  delinquency  in- 
ventory that  has  been  around  between  Congress  and  the  Internal 
Revenue  Service  since  the  early  1980’s  and  the  continuing  growing 
of  that  delinquency  or  the  growing  of  that  inventory,  which  was 
stated  earlier  was  $216  billion  currently,  if  you  include  the  interest 
and  the  penalties. 

That  has  been  a major  drive  for  the  IRS.  They  have  been  very 
defensive  about  it  and  have  not  been  able  to  solve  it,  obviously.  So 
we  may  have  to  think  about  what  kind  of  issues  we  bring  up  from 
the  congressional  side. 

The  Chairman.  I have  put  up  a chart,  and  I am  asking  that  it 
be  passed  around  to  all  the  people  on  the  panel.  This  is  a chart 
that  I requested  from  the  IRS.  The  document  pertains  to  the  San 
Francisco  district  and  certainly  appears  to  suggest  quotas  and 
goals.  Now,  we  have  a revenue  agent  here,  although  she  is  not  from 
San  Francisco.  I wonder  if  you  could  explain  what  this  chart  ap- 
pears to  mean. 

[Chart  appears  in  appendix  on  p.  325.] 

Ms.  Long.  Well,  it  just  tells  you  what  the  dollars  per  hour  are, 
the  average  dollar  per  hour  on  1040  cases,  individual  tax  cases.  It 
tells  you  what  the  average  dollar  per  hour  is  on  1120  corporate 
cases.  It  is  from  the  revenue  agent’s  side,  then  it  tells  also  what 
the  tax  examiner’s  1040  individual  dollars  per  hour  are.  It  tells 
what  the  goal  is  and  what  the  average  collections  were. 

The  Chairman.  Let  me  make  sure  that  I understand  what  this 
is  saying.  On  the  left-hand  side  it  says,  “Category  RA.”  That  is  rev- 
enue agent? 

Ms.  Long.  Yes,  RA  is  revenue  agent. 

The  Chairman.  1040  dollars  per  hour.  It  says,  “Goal:  $1,000.” 
Now,  what  does  that  mean,  $1,000  goal? 

Ms.  Long.  That  means  that  the  goal  is  to  collect  $1,000  per  hour. 

The  CHAIRMAN.  At  what  level  is  a revenue  agent? 

Ms.  LONG.  I guess  Grade  5.  You  start  out  as  a Grade  5,  Grade 
7,  Grade  9,  probably  up  to  a Grade  13. 

The  Chairman.  So  is  it  fair  to  say  that  this  is  setting  a goal  as 
to  how  much  revenue  agents  should  assess? 

Ms.  Long.  Well,  we  talk  about  this  in  our  district  and  I certainly 
try  to  beat  the  goal.  To  me,  that  is  the  way  to  be  considered  a good 
performer  or  doing  a good  job. 

The  Chairman.  And  you  have  the  same  thing,  it  says  “TA.”  You 
say  that  is  tax  auditor? 

Ms.  Long.  Tax  auditor. 

The  Chairman.  The  goal  is  for  them  to  collect  $1,012  per  hour. 

Ms.  Long.  Yes. 

The  Chairman.  Below  that  it  says,  “For  both  RA  and  TA  1040 
dollars  per  hour,  a general  improvement  is  needed.  A large  im- 
provement can  be  made  by  bringing  down  hours  per  return.” 

Mr.  Lilly,  I think  you  spoke  about  quality,  or  one  of  you  gentle- 
men talked  about  quality.  Does  creating  goals,  incentives  of  this 
type  make  for  quality  treatment  of  the  taxpayer,  or  does  it  provide 
other  incentives? 

Mr.  Lilly.  No,  Senator,  this  would  not  provide  quality.  What  you 
are  saying  is,  spend  less  time  with  each  taxpayer,  produce  more 
dollars.  That  means  that  you  have  to  look  quicker  at  what  the  tax- 
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Now,  they  are  setting  goals  here  measured  in  dollars.  I again  re- 
mind the  committee  that  I believe  similar  goals  to  measure  quality 
can  be  established.  That  is  what  is  needed. 

The  Chairman.  Well,  does  the  emphasis  on  quota  and  statistics 
for  employee  evaluations  put  pressure  on  IRS  employees  to  artifi- 
cially inflate  taxpayer  income  or  to  focus  on  taxpayers  whose  cases 
will  not  take  much  time?  Mr.  Strauss? 

Mr.  Strauss.  Well,  certainly  that  has  to  be  the  result  of  this  type 
of  approach  to  managing  the  employee.  This  is  the  first  time  I have 
seen  something  like  this,  quite  honestly.  Again,  I have  been  gone 
for  5 years  so  I do  not  know  what  is  currently  going  on  in  the  orga- 
nization, per  se.  But  this  is  wholly  unacceptable.  I do  not  know  how 
this  is  being  used,  but  if  it  is  being  used  and  given  to  the  first-line 
employee,  that  is  wholly  unacceptable  and  we  see  the  results  in  the 
testimonies. 

The  Chairman.  Ms.  Larsen? 

Ms.  Larsen.  Well,  I think  that  if  the  goal  of  the  IRS  is  to  become 
more  efficient,  and  by  setting  up  these  figures  they  are  telling  their 
employees,  we  want  you  to  work  smarter,  I mean,  they  have  some 
kind  of  a sense  of  how  productive  an  examiner  should  be  and  they 
have  come  up  with  this  $1,000  an  hour  as  being  a goal  to  reach, 
I think  that  it  could  be  worked  out  where  if  the  work  is  reviewed 
by  the  manager  and  they  see  that  they  are  not  artificially  creating 
numbers  but  they  actually  are  working  more  efficiently,  they  are 
more  skilled  at  what  they  are  doing,  they  are  able  to  review  re- 
turns quicker  without  sacrificing  anything,  then  I think  this  could 
work.  But  again,  I have  never  seen  this  either,  so  this  is  something 
that  may  be  relatively  new. 

The  Chairman.  Mr.  Patnoe? 

Mr.  Patnoe.  Indirectly,  it  could  be  a way  to  put  pressure  on  em- 
ployees. I mean,  I did  not  deal  with  the  exam  side  that  much,  I just 
dealt  with  collection  all  the  time  I was  there.  When  it  came  out 
that  other  people  were  closing  cases  at  a certain  rate,  then  it  would 
be  nice  if  the  group  I was  in  closed  cases  at  that  rate. 

It  just  turned  out,  if  the  revenue  officers  got  out  there  and  closed 
cases  over  that  rate  they  seemed  to  do  a little  better  than  revenue 
officers  that  seemed  not  to  be  working. 

The  Chairman.  Mr.  Lilly? 

Mr.  Lilly.  Mr.  Chairman,  if  I may,  I do  think  this  puts  undue 
pressure  on  the  agents.  The  best  place  to  resolve  tax  issues  is  at 
the  agent  level.  The  agent  has  more  discretion  basically  in  deter- 
mining issues  than  anybody  else  in  the  whole  process. 

But  by  having  such  a goal  as  this,  what  you  are  doing  is  you  are 
saying,  agent,  do  not  resolve  it,  set  it  up  as  a deficiency,  let  us 
make  the  assessment  and  get  our  statistics  up.  It  works  directly 
contrary  to  providing  service  and  quality  to  the  taxpayers. 

The  goal  of  the  Internal  Revenue  Service  is  to  collect  every  penny 
to  which  the  government  is  entitled,  but  they  forget  the  other  as- 
pect of  it:  not  a cent  more. 

The  Chairman.  Ms.  Long? 

Ms.  Long.  Well,  I think  in  doing  these  goals,  and  I agree  that 
you  do  need  some  idea  of  what  you  are  supposed  to  be  collecting 
and  the  mission  statement  of  examination  says  that  we  are  going 
to  cost  effectively  allocate  resources  to  those  returns  most  in  need 


of  examination.  But  the  problem  is,  as  a revenue  agent  I do  not 
have  that  much  control  any  more  about  a choice  of  cases. 

Before,  I did  have  a much  wider  choice  of  cases  that  I could 
choose  from  and  I could  do  that.  Now  I do  not  know  how  the  cases 
are  being  chosen,  but  the  quality  of  the  cases,  like  I said,  I feel  like 
there  are  a lot  of  poor  people  that  are  being  chosen,  or  lower  in- 
come people. 

Just  because  someone  does  not  report  a high  level  of  income  does 
not  mean  that  there  is  not  something  there,  but  the  type  of  people 
I am  auditing  are  not  people  I would  think  would  have  anything 
It  would  not  be  cost  effectively  allocating  resources  to  audit  the 
type  of  people  I have  been  sent  out  to  audit. 

The  Chairman.  I have  a number  of  separate  questions 

Mr.  Strauss,  in  vour  prepared  statement  are  you  stating  that  on 
its  own  initiative  the  IRS  can  simply  inflate  a taxpayer’s  stated  in- 
come based  solely  on  Bureau  of  Labor  Statistics  figures? 

Mr.  Strauss.  I have  one  case  in  progress  where  that  specifically 
.®PP®ne“>  I know  of  at  least  two  other  cases  where  that  spe- 
cifically has  happened.  So  my  answer  to  you  is,  yes. 

The  Chairman.  If  you  impose  a stated  income  on  BLS,  how  does 
the  taxpayer  defend  himself,  prove  to  the  IRS  that  he  or  she  did 
not  earn  that  much? 


mi  . 


. , .. "r?1’ u,uv,uual.y  lie  cannot,  certainly  not  to  the  sat- 
isfaction of  the  IRS.  The  fundamental  concept  of  taxation  when  it 
goes  to  an  examination  issue  should  be  that  the  taxpayer  has  the 
responsibility  to  prove  the  deductions  and  the  IRS  should  have  the 
primary  responsibility  to  prove  any  additional  income.  Obviously, 
that  appears  to  be  no  longer  the  case  regarding  the  income  issue. 

ihe  CHAIRMAN.  Let  me  ask  you  this.  I have  heard  vocabulary  I 
never  expected  to  hear,  words  like  blue  sky,  or  box  car  assess- 
ments, water,  whipsaw.  What  do  they  mean;  are  they  commonly 
used  among  IRS  employees? 

Mr.  Strauss.  Whipsaw  I am  not  fully  familiar  with.  Blue  sky 
b°x  caL  water,  I am.  They  have  been  around  the  agency  for  years. 

The  Chairman.  What  do  these  terms  mean? 

Mr.  Strauss.  It  goes  to  the  issue  of  inflating  taxes,  proposed 
taxes,  what  I testified  about,  Senator,  taxes  which  they  know  are 
not  owed.  The  motivation  is  primarily  to  try  to  have  the  taxpayer 
come  in.  That  is  one  of  the  motivations  if,  in  fact,  a taxpayer  is  un- 
cooperative or  has  not  filed. 

The  other  issue  is,  what  we  testified  about  regarding  what  drives 
the  organization — the  statistical  figures  and  operational  goals.  I 
have  several  examples.  If  you  have  got  time,  let  me  just  cite  a cou- 
ple of  examples. 

There  is  a process  that  has  been  going  on  for  years  in  the  service 
center  called  Substitute  for  Return.  These  are  prepared  for  folks 
who  have  not  filed  1040’s  per  the  records  of  the  IRS,  and  include 
data  as  to  wages,  1099  data,  interest,  whatever. 

The  program  was  set  up  in  the  early  1980’s.  The  concept  has 
been  for  years  that,  we  will  go  ahead  and  prepare  returns  for  the 
taxpayer.  But  if  we  have  a joint  return  being  filed  with  four  or  five 
exemptions,  we  will  file  the  taxpayer  as  married  filing  single,  with 
no  other  exemptions  and  no  dependents,  and  then  they  go  ahead 
and  send  those  out  to  the  taxpayers.  Most  of  those  wind  up  not 
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being  signed  and  it  goes  into  the  collection  process,  and  very,  very 
few  of  those  are  ever  collected. 

The  Chairman.  Do  any  of  you  others  have  any  comment  on  those 
terms,  are  they  fairly  commonly  used?  Mr.  Lilly. 

Mr.  Lilly.  Mr.  Chairman,  those  terms  are  quite  common.  There 
is  always  water  in  every  statutory  notice.  I have  never  seen  one 
which  correctly  stated  the  amount  of  tax  due.  As  an  attorney  who 
was  involved  in  managing  a great  deal  of  litigation  before  the  Tax 
Court,  I can  tell  you  that  it  was  indeed  a rare  situation  where  we 
were  able  to  prevail  100  percent  if  we  had  to  settle  the  case  out 
for  lower  numbers.  We  did  win  some,  of  course,  100  percent.  But 
there  is  water  in  all  assessments,  for  the  most  part. 

Ms.  LARSEN.  I would  like  to  add  though  that  often  the  reason 
why  there  is  water  is  because,  at  the  previous  levels,  at  the  reve- 
nue agent  level,  that  the  taxpayer  has  not  been  totally  forthcoming 
with  their  own  information  because  the  taxpayer  ultimately  does 
have  the  best  information  about  his  or  her  own  income. 

Where  that  information  is  not  there,  the  IRS  will  proceed  to  set 
up  the  tax  based  on  the  best  information  it  has.  In  the  substitute 
for  return  situation  especially,  the  IRS  really  does  not  have  any  op- 
tion if  the  taxpayer  is  not  cooperating.  If  the  taxpayer  does  provide 
the  information,  obviously  that  is  a different  story. 

Mr.  Strauss.  Let  me  debate  the  issue  just  briefly  with  my  col- 
league. If,  in  fact,  a taxpayer  has  historically  filed  married  with 
four  dependents,  for  example,  and  for  whatever  reason  he  has  not 
filed  for  a given  year,  there  is  absolutely  in  my  mind  no  reason  and 
no  authority  to  take  a position  that  we  are  going  to  water  this  case 
and  over-assess  a tax.  That,  to  me,  is  wholly  unacceptable. 

Ms.  Long.  I would  like  to  say  something  on  that,  too. 

The  Chairman.  Yes. 

Ms.  Long.  The  taxpayer  does  not  know  that  this  is  inflating,  that 
in  this  part  of  the  process  we  are  inflating  the  adjustment.  It  is 
very  frightening  to  them  because  they  think,  my  gosh,  I can  never 
pay  this.  I never  even  made  this  much.  So  that  does  happen,  even 
when  the  taxpayer  is  cooperative.  I feel  like  now,  with  the  problem 
with  the  lack  of  response  to  legitimate  complaints,  it  is  really  hap- 
pening a lot. 

The  Chairman.  Any  further  comment?  Mr.  Lilly. 

Mr.  Lilly.  Could  I relate  a horror  story  which  exemplifies  the 
problem.  I am  currently  representing  a taxpayer  who  was  subjected 
to  an  examination  that  took  approximately  5 years,  which  is  inex- 
cusable. It  started  out  as  a criminal  investigation  because  this  tax- 
payer had  not  filed  tax  returns,  so  he  was  wrong  in  that  respect. 

He  pleaded  the  5th  amendment  and  declined  to  furnish  his 
records  to  the  Internal  Revenue  Service.  Of  course,  that  was  his 
constitutional  right  to  do  that  while  he  was  under  such  criminal  in- 
vestigation. The  criminal  investigation  was  concluded  because  it 
was  determined  that  he  had  not  willfully  violated  the  tax  laws. 

The  records  which  had  been  accumulated  by  the  internal  revenue 
agent  were  then  transferred  to  yet  another  revenue  agent,  who  set 
up  the  deficiency  for  civil  purposes.  The  civil  agent  set  up  the  gross 
income.  This  happened  to  be  a restaurant  operator,  and  all  the 
money  taken  in  and  deposited  is  treated  as  gross  income. 


While  this  agent  had,  or  at  least  the  service  had,  the  records  in- 
dicating the  expenditures,  there  was  no  money  allowed  for  food  No 
deduction  for  food  in  a restaurant.  This  was  based  upon  informa- 
tion before  the  agent. 

That  is  a situation  where  you  have  water  in  a statutory  notice 
of  deficiency.  The  service  knew  that  the  man  was  selling  prepared 

se™  knew  that  he  had  to  buy  food  bufc  alfow£,  no 

deduction  for  food.  They  had  the  records  with  which  to  do  it 

lne  Chairman.  Let  me  ask  you  this  question,  Mr.  Lilly.  Do  you 
believe  that  regions  and  districts  determine  their  own  directives 
piemen!?1^  ^°Se  ^rom  nati°nal  office  if  they  prefer  not  to  im- 

Mr.  Lilly  I do  not  want  to  say  they  will  basically  ignore  it.  They 
will  be  dilatory  in  implementing.  They  determine  how  much  man- 
power  they  will  give  to  these  things  and  how  quickly  they  will  do 
them  I do  not  want  to  say  that  they  would  flat  violate  a directive, 
but  they  might  not  be  very  aggressive  about  doing  it. 

The  Chairman.  Let  me  ask  you  this,  Ms.  Long.  You  stated  that 
some  managers  actually  use  their  position  to  influence  subordi- 
nates  into  fabricating  evidence  against  fellow  employees  who  have 
been  targeted  for  dismissal.  Have  you  witnessed  such  behavior? 

Ms.  Long.  I have  been  asked  to  do  that  against  fellow  employees 
fellow  employees!  yourself  have  been  asked  to  do  that  against 

Ms.  Long.  Yes. 

K®  TC™^-  Have  you  a,ny  idea,  is  this  a common  practice? 

Ms.  LONG.  It  has  been  my  observation  that  it  is  being  done,  that 
people  are  promoted  for  doing  this 

The  Chairman.  Senator  Grassley. 

Sector  Grassley.  I was  thinking  as  you  were  talking  about 
water,  Mr.  Chairman,  is  it  not  ironic  that  your  constituent,  Mr 

KwKie’TTQnAthK  1fater,that  he  can  put  in  his  chickens  regulated 
by  the  CbDA,  but  we  do  not  have  any  government  regulation  in 

Waleu  *h.at. the.  IRS  can  Put  into  a tax  assessment. 

lhe  Chairman.  That  is  ironic. 

Senator  Grassley.  I am  not  going  to  take  a lot  of  time  because 
there  are  a lot  of  other  people  who  want  to  go  here.  So  I am  just 
going  to  ask  Ms.  Long  not  really  some  in-depth  questions  but  I 
have  got  some  observations  and  basically  I am  just  asking  you  to 
say  whether  or  not  I have  got  this  figured  out  right  or  wrong 

But  first  of  all,  I think  we  have  to  acknowledge  your  courage  in 
coming  forward  today  at  a very  great  risk  to  your  career  to  help 
us  understand  the  questionable  practices  of  IRS  management. 

I know  this  is  a very  anxious  moment  for  you.  But  I would  like 
to  put  you  somewhat  at  ease  this  way,  because  often  when  people 
hke  you  show  the  courage  to  come  forward,  their  agencies  retaliate 
I have  been  dealing  with  people  who  have  been  willing  to  talk  like 
you  are  for  a long  period  of  time  in  other  agencies,  and  I know  that 
is  tru6> 

Now,  I am  not  alleging  that  the  IRS  will  retaliate  against  you 
but  I also  was  not  bom  yesterday  when  it  comes  to  understanding 
how  the  government  operates.  So  I want  you  to  know  that,  as  a 
vntness  of  this  committee,  we  will  not  tolerate  retaliation  by  the 
IRS,  and  you  can  be  sure  that  if  it  happens  we  will  take  action. 
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In  fact,  not  only  that,  we  have  a responsibility  to  take  action.  There 
are  codes  protecting  people  like  you  who  are  willing  to  talk  to  the 
Congress  of  the  United  States. 

You  have  described,  in  essence,  a system  of  incentives  that  might 
explain  IRS  managers’  behavior.  As  you  describe  it,  they  are  moti- 
vated to  pursue  the  collection,  as  you  said.  In  the  process  of  pursu- 
ing the  collection,  I get  the  impression  that  the  taxpayers’  rights 
are  trampled  on. 

In  other  words,  a citizen’s  rights  which  he  or  she  enjoy  vis-a-vis 
other  law  enforcement  agencies  like  the  FBI  or  your  typical  police 
department  are  simply  in  the  way  of  the  collection  process,  and 
that  is  why  there  is  allegedly  so  much  abuse  by  the  IRS.  Is  that 
a fair  description  of  your  testimony? 

Ms.  Long.  I do  feel  like  taxpayers’  rights  are  being  violated.  I 
think,  to  speak  in  defense  of  employees,  we  are  terrified  by  what 
is  going  on.  It  is  terrifying.  We  are  afraid  to  turn  in  a case  that 
we  cannot  find  an  adjustment  on. 

The  chart  that  you  have  up  here,  I mean,  this  is  shown  to  us  fre- 
quently and  you  feel  that  pressure  to  turn  in  cases  with  more  than 
what  the  goal  is.  You  try  to  find  technical  ways  that  are  correct  to 
do  it,  but  you  are  evaluated  poorly  if  you  spend  time  reading  IRS 
manuals  or  reading  the  Code  to  try  to  find  legitimate  adjustments 
to  make. 

Senator  Grassley.  In  other  words,  there  are  certain  rights  that 
a person  has  if  they  come  in  contact  with  the  FBI  that  they  obvi- 
ously do  not  have  with  the  IRS.  To  me,  this  is  the  real  key  to  our 
understanding  of  why  things  work  as  they  do  at  the  IRS. 

There  is  a parallel  that  we  have  found  with  the  FBI.  You  may 
have  read  about  problems  with  the  FBI  crime  lab,  as  an  example. 
The  lab  managers  were  getting  careless  about  the  use  of  good 
science  in  the  laboratory,  and  instead  they  would  pursue  a convic- 
tion rather  than  just  pursuing  the  truth. 

They  would  often  cut  comers  with  science  and  with  the  truth 
just  to  get  a conviction,  and  that  is  an  abuse  of  power  and  obvi- 
ously of  civil  liberties.  Is  that  FBI  parallel  not  somewhat  what  we 
are  talking  about  here  as  it  relates  to  the  things  that  have  been 
described  on  this  panel? 

Ms.  Long.  I see  many,  many  similarities  with  that  case  and  with 
the  IRS.  When  I was  reading  the  articles  about  that  I thought 
about  the  work  situation  where  I am. 

Senator  GRASSLEY.  Yes.  Now,  you  have  made  some  very  serious 
statements  and  charges  in  your  opening  statement.  I would  like  to 
ask  you  if  you  are  prepared  to  document  and  back  up  these 
charges.  That  is,  for  instance,  the  fabrication  of  evidence,  the  ma- 
nipulation of  collection  numbers,  the  incentive  to  pursue  collec- 
tions, and  there  are  others.  Could  you  help  us  with  documents  in 
regard  to  this? 

Ms.  Long.  Now,  some  of  this  information,  I would  have  to  have 
the  proper  disclosure  release  to  help  you  with. 

Senator  Grassley.  Yes.  Well,  I know  what  you  are  talking  about 
there. 

The  Chairman.  I think  it  is  important  that  everyone  understand 
that. 

Senator  Grassley.  That  is  a 6103  situation. 


The  Chairman.  That  is  correct. 

B,Ut’  Mr-  TChairman> 1 think  then  this  is  some- 
thing that  I should  ask  you.  It  is  a problem  and  we  have  got  to 

lemaA'a?8  PnVaCy  "ghtS  °f  *he  arc  »»»*«*«•. 

The  Chairman.  That  is  correct. 

Senator  Grassley.  I would  not  argue  otherwise.  But  could  I ask 

fK-e  p.rr°per  pe°Ple  the  proper  credentials  that 
could  pursue  this,  if  we  as  a committee  should  not  be  pursuing 
fiiese  documents  so  we  get  a chance  to  look  these  over,  it  seems  to 
me  that  that  is  what  we  should  do. 

Ms.  Long.  I wanted  to  say  something  else  just  on  an  issue  basis. 
But  one  of  my  problems  with  what  they  are  doing  is  they  are  mak- 
ing these  assessments  on  these  people  that  I feef  like  are  not  hon- 
est  and  are  unfair,  and  this  money  will  never  be  collected.  Then 
what  happens,  is  these  people  are  encouraged  to  file  or  do  an  offer 
and  compromise. 

When  the  offer  and  compromise  comes  in,  it  is  like,  Collections 
dea*  Y?th  it,  BO  they  pass  it  to  Exam.  Exam  does 

Gk*  to  dea  ™th  ltV 80  they  Pass  il;  back  to  Collections.  Basi- 
cally, they  are  going  to  have  to  write  off  the  assessment  and  no- 
body wants  to  wnte  off  the  assessment  because  it  will  hurt  the  sta- 
tistics. It  is  lust  something  that  has  gone  on  for  a long  time. 

Senator  Grassley.  Did  you  ever  raise  your  concerns  and  the 
atatheeiRCS?ltained  “ y0Ur  statement  the  appropriate  officials 

Ms.  Long.  Yes,  I have. 

tn^"ato/  Grassley-  This  is  my  last  question.  Why  did  you  decide 
to  come  forward  today  with  your  identity  known  as  opposed  to  com- 
mg  forward  tomorrow  when  your  identity  could  be  protected? 
openly L0NG’  We’  °n  the  advice  of  my  attorney  I decided  to  do  it 

Senator  Grassley.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Senator  Grassley. 

Senator  Grassley.  I do  hope  you  will  think  about  what  I said 
about  6103,  because  we  need  as  many  documents  that  we  can  le- 
gally have  where  the  taxpayer  can  be  protected  to  back  up  what 
has  been  said  here  today. 

The  Chairman.  Senator  Gramm. 

Senator  Gramm.  Thank  you,  Mr.  Chairman. 

Ms.  Long,  I want  to  join  Senator  Grassley  in  making  it  clear  that 
we  are  not  going  to  tolerate  anybody  retaliating  against  you  Now 
obviously  we  expect  you  to  be  judged  like  any  other  employee’ 
based  on  your  performance  and  what  you  do,  but  I think  it  ought 
to  be  clear  that  when  somebody  is  willing  to  come  forward  publicly 
and  do  what  you  have  done  today,  that  we  are  not  going  to  tolerate 
people  trying  to  take  reprisal  against  them.  I want  to  thank  you 
lor  coming,  and  I want  to  thank  all  of  our  witnesses 

Ms.  Long,  you  say  on  page  4 of  your  testimony,  “I  know  of  certain 
IKS  employees  that  have  been  instructed  by  IRS  management  not 
to  conduct  audits  of  particular  taxpayers  who  happen  to  be  per- 
sonal mends  of  someone  in  IRS  management.” 

Now,  that  is  a very,  very  serious  charge,  it  seems  to  me,  and  I 
would  think  any  IRS  manager  that  issued  such  a directive  ought 
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to  be  fired,  at  a minimum,  and  probably  ought  to  be  prosecuted  for 
obstructing  justice. 

Let  me  go  back  to  Senator  Grassley’s  question.  Is  this  one  of  the 
areas  that  you  have  shared  with  whatever  internal  mechanism  IRS 
has  in  terms  of  self-policing? 

Ms.  Long.  I was  not  personally  involved  in  this  case,  but  it  was 
reported  to  the  Inspector’s  office  and  no  action  was  taken  against 
the  manager  who  did  this. 

Senator  GRAMM.  Now,  was  this  something  that  somebody  heard 
or  something  someone  was  told? 

Ms.  LONG.  The  person  that  was  told  this  made  a very  big  scandal 
about  it  and  it  is  very  hard  to  be  around  these  two  people  together 
because  it  is  a very  tense,  unspeaking  situation.  You  cannot  be 
around  them  without  asking  someone,  what  is  the  problem  here, 
what  happened.  It  is  commonly  known  that  this  happened. 

Senator  Gramm.  Well,  one  of  the  two  of  them  ought  not  to  be 
there.  That  would  be  the  solution  to  that  problem.  I would  like  to 
just  say,  Mr.  Chairman,  I know  somebody  in  this  audience  is  from 
the  IRS.  I would  like  to  ask  that  these  accusations  be  looked  at, 
that  there  be  an  investigation,  that  there  be  a report  to  this  com- 
mittee. 

If  we  have  got  somebody  who  is  a supervisor  in  the  IRS  that  is 
ordering  people  not  to  audit  the  tax  returns  of  their  friends,  I think 
that  is  criminal  activity  and  something  ought  to  be  done  about  it. 

I would  like  to  ask  the  IRS  officials  that  are  present  to  look  at 
this,  to  go  through  this  testimony,  to  look  at  each  and  every  one 
of  the  points  raised  and  try  over  the  next  30  days  to  at  least  give 
us  a cursory  review  of  what  is  going  on  here  and  is  there  substance 
to  each  of  these  charges,  or  any  of  these  charges. 

I think,  at  an  absolute  minimum,  that  is  what  ought  to  be  done. 
I would  like  to  make  the  request  to  whoever  is  here  that  something 
be  done,  and  30  days  from  now  I am  going  to  follow  up  to  find  out 
what  has  been  done. 

You  talk  about  the  types  of  people  that  are  being  audited.  Now, 
let  me  make  it  clear,  I think  poor  people,  not-so-poor  people,  and 
rich  people  ought  to  all  pay  their  fair  share  of  taxes. 

Ms.  Long.  So  do  I. 

Senator  Gramm.  I have  no  sympathy  for  tax  cheats  of  any  kind. 

Ms.  Long.  I do  hot,  either. 

Senator  Gramm.  But  I want  you  to  tell  me,  Ms.  Long,  more  about 
this  singling  out  low-income  people.  Do  we  do  it  based  on  somebody 
buying  a Cadillac  or  something?  How  are  these  people  singled  out? 

Ms.  Long.  Well,  Senator  Gramm,  the  last,  I would  say,  6 months 
to  a year — and  you  are  from  around  Houston.  I have  been  going  out 
to  people’s  homes  that  do  not  have  air  conditioning.  In  my  opinion, 
you  are  going  to  get  air  conditioning  before  you  get  the  Rolls  Royce 
n a city  like  Houston.  I cannot  see  any  signs  of  wealth. 

I cannot  find  any  resource  that  would  indicate  that  these  people 
lad  assets  that  they  would  be  hiding  from  me.  If  maybe  I was  sent 
>ut  to  one  person  like  that  I would  think,  well,  maybe  something 
las  come  to  someone’s  attention,  but  it  is  common. 

Senator  Gramm.  Who  sends  you?  Who  makes  this  decision? 

Ms.  Long.  Well,  the  cases  are  assigned  to  you  and  you  are  told 
■o  work  them.  I do  not  know  why  there  is  this  small  amount  of  in- 


bUt  re.ally  d0  not  have  anything  else  to  work  on  and  I 
am  not  going  to  just  charge  my  time  to  nothing.  I have  to  account 
for  my  toe,  and  this  is  all  I Lve  to  work  o„So,  Ig'o  Vd  “"rt 

Senator  Gramm.  Well  do  you  think  that  is  an  indication  that  we 
have  got  too  many  people,  or  what  kind  of  agenda  can  you  imamne 
anyone  would  have?  God  knows  if  von  live  m tu  u . 
and  you  do  not  have  air  conditioning,  it  is  hard  to  imagine  tha^you 
h m gr°^  any  m°ney  for  anything.  I cannot  think  of  anythin^-— 

?enator  fR^hrmg  ?at-  w°uld  be  before  air  conditioning- 
Texas  A&mS  [fanning].  Other  than  food  and  tickets  to  the 

« abi?"„a?ai!1rn<,t  ,magine  what  woum 

Ms.  Long.  Yes. 

as^gnments?AMM  °°  y°U  ^ a”y  the0ry  as  to  why  you  get  these 
• Long-  Comments  have  been  made,  and  I have  asked  awnt0 

S£S£S  'SSrrSi  TSisS?  K 

name  accountant  to  defend  them  g attorney  oi  a big- 

why  you  are  audit- 

th“Scamof  light  iaifeel  Uk'  “ “ beCaUSe  they  are  Useless, 

SSSSJSi.aS?.1, ius‘  a ',uestion  ,here- 

The  Chairman.  Is  that  true  of  the  other  employees  that  hold  tho 
saPle  position  you  do,  is  that  common  practice7 

The  CtoaS,8  ¥h“™,y  be“e  “id  a“  a™™'1  *»*  «*»• 

Ms.  Long.  It  is  something  that  is  hard  for  me  to  do  this  to  some- 
body.  I mean,  this  is  not  the  kind  of  person  that  I am  I can  be 
very  tough  on  someone  who  is  not  following  the  tax  law  but  to  so 
out  to  somebody  who  is  m their  60’s,  who  has  worked ’very  hard 
all  their  lives  and  they  do  not  have  air  conditioning  they  Se  old 
their  employees  are  like  in  their  80’s,  they  are  prodding  X ft 
pemile  that  would  have  a hard  time  getting  a job  someplaceelse 
Them  VdSt  hfrifS  *hl?  Person>  and  1 am  encouraged^  harass 
^ethical0  lke  1 d°  n0t  think  ifc  is  right-  1 do  not  think  it 

make  any  sense™  ^ ^ d°  y°U  n0t  like  *’  but  St  just  does  not 
Ms.  Long.  I agree. 

Senator  Gramm.  I mean,  I have  always  assumed  and  mavbe  I 
am  naive,  Mr.  Chairman,  that  when  you  audit  somebody  that  von 
g°^.a  reason.  You  have  got  somebody  who  is  reporting  $18  000 
worth  of  income  and  they  bought  a Cadillac.  I would  say  thi  is 

a m!  TrZ°n  T°  audlt’  anu  they  ought  t0  be  audited- 

fhwJSy  i tJ?at  myself.  But  when  I actually  go  out 

there  and  look  at  the  books  and  records  and  InrO-  ^ - 
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I am  wondering  why  I am  out  there.  But  I am  also  getting  an  enor- 
mous amount  of  pressure  not  to  bring  that  case  back  in  without 

making  some  kind  of  an  adjustment.  _ .i. 

Senator  Gramm.  Well,  I do  not  get  it.  If  the  objective  is  to  collect 

mMsy’L0NGI  And  I have  actually  asked  in  training  classes  mem- 
bers of  upper  management,  what  are  we  looking  for  with  someone 
who  SlJK  have  air  conditioning?  I , do  . .otse, » • *^He  aa,d. 
..roll  fViorp  is  a wav  there  is  a way.  I am  like,  well,  wnere  w 11. 
Where  are  the  procedures  that  we  would  use  with  somebody  like 

this?  And  he  just  ignored  me.  , . 

Senator  Gramm.  Well,  maybe  we  can  find  out. 

Ms.  Long.  Maybe  so. 

Senator  Gramm.  My  time  is  up  Mr.  Chairman. 

The  CHAIRMAN.  Senator  Moseley-Braun. 

Senator  Moseley-Braun.  Thank  you  very  much,  Mr.  Chairman. 
At  the  outset  I would  like  to  thank  the  panel  and  the  panels  that 
have  gone  before  for  the  courage  that  they  have  demonstrated  and 
fhe  public  service  nature  in  which  you  have  come  forward  because 
this  really  is  a public  service  that  you  are  performing  today. 

* Particularly,  ^ was  an  assistant  United  States  Attorney  when  I 
started  off  in  my  career,  and  I know  the  kind  of  sense  of  camara- 
derJand  the Toseness ’that  you  feel  when  you  are  engaged  as  a 

m T^kind^f  liteT family.  You  almost  feel  hesitant.  You  g^erafiy 
would  feel  hesitant  to  say  anything  outside  of  the  family. • But  the 
fact  is  here  the  family  is  the  American  people.  We  are  all  in  this 
together  and  we  have  to  try  to  find  and  strike  some  balance  here. 

The  sendee  feels  a little  beleaguered.  I mean,  you  kind  of  get 
that  from  the  sense  in  all  the  employees  who  are  sitting  there  say 
ing  I am  working  hard,  trying  to  do  my  best,  why  are  they  picking 
onS’us  like  this.  But  the  truth  is  that  this  testimony  and  this  effort, 

I think  is  a reality  check  for  all  of  us.  It  is  a reality  check  for  the 
service  in  the  first  instance,  but  it  is  also  a reality  check  for  the 

^°Rather  than  seeing  it  as  an  assault  on  the  IRS,  I hope  that  we 
all  see  this  as  an  opportunity  to  try  to  correct  some  of  the  abuses 
and  to  fix  what  is  broken,  particularly  as  it  pertains  to  the  admin- 

^QuhTfrankly,  we  in  the  Congress  tend  to  focus  more  on  the  glob- 
al big  picture  issues  of  tax  policy  and  the  Tax  Code  and  not .on  t . 
administration.  We  do  not  focus  m on  the  details.  It  is  absolutely 
the  truth,  the  devil  is  in  the  details  and  this  may  be  where  he  is 

t0  Because  the  testimony  today,  some  of  it— I was  talking  with  one 
of  the  staffers,  Senator,  your  staffer  in  fact,  and  she  was j sayi  g 
how  it  almost  brought  tears  to  her  eyes.  I said,  well,  it  did  bring 
tears  to  mine  and  I had  to  leave  the  room  for  a minute  because  the 

horror  stories  are  just  heart-wrenching.  up  Ow  Pnn 

Again,  I hope  that  this  is  not  only  a reality  check  tottoOm 
tn-ess  but  that  we  will  be  vigilant  in  making  certain  that  there  is 
IT  conclusion  what  we  do,  because  the  worst  thing  we  could  do 
here  would  be  to  open  up  this  Pandora’s  Box,  rummage  around  1 
it  a little  bit,  then  go  away. 


I think  there  is  more  than  a little  suspicion  that  the  politicians 
will  hit  on  this  issue  and  then  move  off  and  do  something  else,  and 
the  bureaucracy  will  still  be  there,  the  people  will  still  be  there, 
there  will  be  hard  feelings,  there  will  be  some  anxiety,  a little  mov- 
ing the  deck  chairs  around,  but  essentially  the  ship  will  not  have 
been  radically  refigured.  There  is  no  question  but  that  we  have  to 
do  some  reform  here.  There  is  no  question  but  that  we  need  to  take 
these  stories  as  reality  checks. 

There  is  no  question  but  that  we  all  have,  I think,  an  investment 
in  seeing  to  it  that  the  true  facts  come  out,  the  true  facts  with  re- 
gard to  the  cases,  the  true  facts  with  regard  to  practice  and  proce- 
dure as  part  of  the  administration. 

In  fact,  every  time  you  look  at  something  like  your  chart  over 
there,  Mr.  Chairman,  more  questions  get  raised,  and  I will  ask  a 
couple  of  them.  But  I would  just  say  to  all  of  you,  I very  much  ap- 
preciate your  helping  us. 

I believe  that  the  Chairman  and  the  members  of  this  committee 
are  trying  to  find  common  ground  between  a fair  and  honest  effort 
to  support  the  service  on  the  one  hand  so  that  it  can  collect  taxes 
where  due,  but  then  to  make  certain  that  the  controls  and  the 
checks  and  the  balances  are  there  so  that  the  service  does  not 
overbear,  does  not  mistreat,  and  does  not  treat  unfairly  with  any, 
any  taxpayer  of  any  sort. 

So,  having  said  that,  Mr.  Chairman,  again,  I just  hope  that  we 
make  certain  that  not  only  that  Ms.  Long  does  not  get  drawn  and 
quartered  when  she  goes  back  to  work,  but  also  that  any  other  Ms. 
Longs  out  there,  any  other  people  who  are  willing  to  help  us,  are 
not  penalized  by  virtue  of  their  public  service. 

The  Chairman.  Let  me  say  to  my  distinguished  colleague  and 
friend  that  this  investigation  is  only  a beginning.  I intend  to  follow 
through.  We  have  heard  some  facts  and  figures  of  discussions  that 
are,  indeed,  troublesome.  I think  it  is  important  that  we  shall  con- 
tinue to  investigate. 

I want  to  emphasize  that  maybe  there  has  not  been  any  monitor- 
ing or  oversight  hearings  in  the  past,  that  this  is  the  first  one,  but 
I can  assure  you,  we  will  make  it  a continuing  practice.  I think 
that  is  the  one  way  we  have  that  can  effectively  bring  about 
change. 

I will  not  be  satisfied  until  every  American  feels  that  they  are 
going  to  get  fair  and  civil  treatment  by  the  IRS,  as  well  as  other 
agencies. 

So  your  point  is  well  taken  and  we  will  continue  these  hearings 
to  ensure  that.  We  want  an  IRS  that  operates  like  Congress  and 
the  President  intends,  and  nothing  short  of  that  will  be  satisfac- 
tory. 

Senator  Moseley-Braun.  Well,  I very  much  appreciate  that,  Mr. 
Chairman,  again,  because  the  transparency  has  to  be  achieved  here 
so  there  can  be  some  accountability.  We  have  a bureaucracy,  and 
what  is  coming  out  is  nobody  exactly  knows  how  it  works.  I mean, 
that  is  kind  of  a fundamental  problem,  and  particularly  if  you  have 
got  different  pieces  of  it  working  different  ways. 

I have  got  a few  questions. 

The  Chairman.  Please  proceed. 
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Senator  Moseley-Braun.  This  actually  goes  to  the  IRS,  because 
I know  they  are  going  to  testify  tomorrow,  but  with  regard  to  your 
chart  I am  interested  to  know,  it  says  in  the  first  paragraph, 
“Below  are  the  goals  for  fiscal  year  1996.”  Where  do  these  goals 
come  from;  is  there  some  internal  circular  that  goes  to  all  the  dis- 
tricts or  is  this  just  within  this  particular  district?  Mr.  Strauss,  you 
apparently  have  something  to  say. 

Mr.  Strauss.  Well,  historically  you  had  a functional  program  let- 
ter being  issued  which  becomes  part  of  each  executive  and  upper 
level  management  officials’  operational  objectives  for  the  year.  That 
is  traditionally  how  the  goals  are  set,  Senator. 

Senator  Moseley-Braun.  Which  gets  to  my  next  question.  The 
upper  executives  then,  are  they  accountable  for  the  horror  stories 
that  we  have  heard?  If  within  a department  some  people  get  put 
out  on  the  street,  Ms.  Long,  to  use  your  analogy,  if  they  wind  up 
being  put  out  on  the  street,  is  that  district  director  accountable  for 
that?  Who  in  the  organization  is  accountable  for  the  mistakes  and 
the  problems? 

Mr.  Strauss.  That  is  an  excellent  question.  It  is  not  quite  that 
simple,  as  I recall  the  process. 

Ms.  Long.  I wanted  to  comment  on  that.  I have  known  of  em- 
ployees who  have  been  harassed  and  their  rights  violated  by  mem- 
bers of  management.  They  have  taken  the  case  to  court,  won  the 
case,  got  their  jobs  back,  got  something  in  writing  that  would  say 
that  management  would  not  harass  them  or  bother  them  again, 
and  nothing  changed.  It  continued. 

Nothing  happened  to  those  managers,  nothing  happened  to  the 
people  that  perpetrated  the  problem  with  the  employee.  The  em- 
ployee comes  back  to  work  and  the  same  thing  goes  on  and  it  con- 
tinues, and  it  is  just  like  with  these  taxpayers,  that  it  goes  on  for 
years,  and  years,  and  years. 

It  is  my  observation  that  several  employees  have  died  as  a result 
of  this  treatment,  either  from  a heart  attack  or  committed  suicide. 
I do  not  have  any  actual  proof  of  that,  but  it  just  seemed  like  that 
is  what  happened.  That  is  being  said  around  the  district. 

Mr.  Patnoe.  Senator,  I would  like  to  just  say  something  about 
that.  You  are  talking  about  assigning  responsibility  for  these  acts. 
Well,  unfortunately  some  managers  are  insulated  by  silence.  For 
instance,  upper  level  management,  in  many  cases,  will  never  hear 
what  happened.  They  never  know  that  an  illegal  act  or  an  abusive 
act  has  occurred  because  the  taxpayer  will  not  come  forward. 

The  reason  a taxpayer  will  not  come  forward,  is  if  you  just  had 
somebody  harass  you,  take  away  half  your  live  savings,  but  you 
still  owed  tax  and  it  was  still  in  the  hands  of  that  person,  are  you 
going  to  come  forward  knowing  what  that  person  just  did  and  was 
capable  of?  So  you  will  find  managers  who  are  totally  ignorant  of 
what  has  happened  at  the  lower  levels. 

This  fear  by  the  taxpayers,  some  of  it  rightly  earned  because  peo- 
ple have  done  things  that  are  outrageous,  some  of  it  has  been 
jarned  just  by  rumor,  keeps  the  taxpayer  silent.  For  every  case  you 
aear  today  and  you  have  been  reported,  there  are  hundreds  that 
have  not  come  forward.  Upper  management,  a lot  of  times,  they  do 
not  know  it  has  even  gone  on,  and  they  will  not  know.  All  they 
know  is,  the  numbers  have  improved. 


Ms.  Long.  Well,  I disagree  with  that  because  I think  that  thev 
do  know.  My  personal  experience  is  that  there  is  a total  lack  of  re- 

«nnnfe  t0  legltlmatecomP!aints.  I have  observed  it  and  I have  per- 
sonal experience  with  it.  pe 

No  matter  what  proof  you  bring  to  them,  no  matter  what  you  do 

tevei'LJUSft  n°  r6SpTe-  ifthey  are  forced  into  a situatioVwhere 
they  have  to  answer  for  their  mistake,  I just  cannot  think  of  anv 
other  description  but  cowardly.  They  have  a cowardly  way  to  ad^ 
dress  their  own  mistakes.  y way  io  aa- 

I cannot  understand  it.  They  have  more  power  than  anv  other 
entity  m our  society.  They  have  a fiducial  responsibilftTand  a 
lgher  level  of  responsibility  to  admit  and  correct  their  mistakes  in 
an  honorable  and  professional  way.  misiaxes  in 

My  experience  is  that,  instead  of  doing  it  in  an  honorable  and 
professional  way,  they  try  to  discredit  and  harm  the Tifortunate 

PmTst^usT  g6tS  i^°|Ved  in  °ne  of  their  mistakes 
Mr.  bTRAUSS.  Senator,  could  I just  add  one  last  thought  Thp  an 

K ye\?pp-  level  management  is  respon- 

d trh?y  ought  t0  be  understanding  and  knowing 
what  is  taking  place  if  they  are  actually  engaged  as  to  what  is  takg 
mg  place  at  the  lower  levels,  and  that  is  part  of  their  remans  bi  fty 
K you  read  my  statement,  you  find  that  I cite  in  several txam- 
ples  where  they  have  been  alerted  to  the  issues  and  they  are  still 

M^pItno^M881163'  S°  1 arl?jUSf  looking for  the  resolution. 

Mr.  PATNOE.  My  experience  has  been,  if  I may,  that  lower  level 

S^ilTrET;f,they  fmd  3 m.istake  that  has  been  made 

wa 

It  doe”1 X 801  “ 'mpl°y“  CaUSing  probl™» 

bn?rndn°n^OSEI;Ey  B,iAUN  1 did  not  mean  to  cut  you  off 

„ do  not  want  to  run  out  of  time  either,  Mr.  Chairman  unless 
you  want  to  indulge  me  my  questions  in  this  area 
But  I guess  my  question  to  the  service  is,  what  happens  if  an  ™. 

hi°nne  ’ nP  a comPlaint  to  the  commissioner?  What 

happens  to  it?  Or  is  there  some  intermediate  to  whom  a complaint 

ated?  6 What  happens  to  it?  Does  that  get  tracked  and  evalu- 

Ms.  Long.  When  I have  had  a problem  I went  to  every  simile 

man  ffili'  AriS"  * ™g  8 re8p0™e  un,il  1 to  CongreL 

We“'  ,ha‘  b8  “ ‘■“--to  ^ 

mean’  yoU  could  have  g°ne  to  any  Congress- 
Wl'  have  known  taxpayers  that  have  gone  to  every  Single 

level  and  they  never  got  a response.  When  they  went  to  thdr  Con 

th 3 lere  Egif*  ‘ reSp0ns8  that  i“8‘  ^ 

^ wouldJnot  even  call  back  the  Congressman  any- 
y mad  ear  fv?den<re  that  a mistake  was  being  made  and 
? b°dy  wou  d acknowledge  the  mistake  on  the  record  What  these 
taxpayers  said  today,  it  is  true. 

Senator  Moseley-Braun.  It  is  a reality  check,  that  is  right. 
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Well,  Mr.  Chairman,  I know  I am  running  out  of  time  here.  I just 
have  a couple  of  questions  that  I hope  we  can  get  answers  to  when 
the  service  testifies  tomorrow.  Part  of  it  touched  on  in  these  wit- 
nesses’ testimony  and  other  parts  touched  on  it  before. 

As  to  this  chart,  it  would  be  very  helpful  to  know,  again,  what 
goals  are  they  referring  to,  what  categories  in  the  last  paragraph 
it  mentions,  or  the  penultimate  paragraph,  “The  percent  above  de- 
lineates the  district’s  effectiveness  rating  in  the  categories.”  What 
categories,  is  this  standardized  or  is  it  just  for  this  district? 

The  second,  is  does  the  calculation  include  all  the  time  that  is 
devoted  to  a given  1040,  a given  person’s  filing?  That  is  to  say,  are 
there  investigators  involved  or  is  this  just  the  agent  who  is  being 
evaluated  as  to  this  thing?  I mean,  I would  like  to  know  specifically 
with  regard  to  this  form  if  it  exists  in  other  districts  and  how  the 
calculation  is  arrived  at. 

Then  finally,  an  issue  raised  by  Ms.  Long  when  she  talked  about 
the  cases,  how  cases  are  chosen,  the  exercise  of  discretion  in  the 
first  instance  in  terms  of  what  goes  forward. 

Everything  I have  heard  suggests  that  more  than  a computer  is 
involved.  But  if  it  is  just  a computer  involved,  if  it  is  all  kind  of 
randomly  cranking  out  the  names,  then  what  are  the  determinants 
that  go  into  that  computer?  I mean,  people  program  computers. 

What  are  we  asking  the  computers  to  tell  us?  Are  those  rec- 
ommendations reviewed  once  the  case  has  been  burped  out  by  the 
computer?  Where  are  they  reviewed  and  the  decision  made,  does 
the  discretion  to  go  forward  with  a case  simply  reside  with  the 
agent?  I thank  you  for  your  indulgence,  Mr.  Chairman. 

The  Chairman.  I would  urge  you  to  be  here  tomorrow. 

Senator  Moseley-Braun.  I will. 

The  Chairman.  We  will  have  a representative  from  the  IRS,  and 
I think  a number  of  those  questions  would  be  very  appropriate  to 
propound  then. 

Senator  MOSELEY-BRAUN.  Well,  I thought  if  they  got  the  ques- 
tions now  then  they  could  not  just  sit  there  and  say,  well,  we  will 
get  back  to  you. 

The  CHAIRMAN.  Thank  you  very  much,  Senator  Moseley-Braun. 

Senator  Moseley-Braun.  Thank  you. 

The  CHAIRMAN.  Again,  I want  to  express  my  appreciation  to  each 
of  you.  I know  that  there  is  significant  risk  for  any  of  you  to  appear 
here  under  these  circumstances,  but  I think  it  is  critically  impor- 
tant. 

I want  to  underscore  what  Senator  Grassley  and  others  said  to 
you,  Ms.  Long,  that  you  are  only  doing  your  civic  duty  by  being 
here  today  and  we  will  watch  with  interest  your  future  opportuni- 
ties and  career. 


Ms.  Long.  Well,  I thank  you  very  much  for  your  assurances, 
lhe  Chairman.  I thank  all  of  you  again.  We  undoubtedly  will  be 
in  contact  with  you  later  as  we  proceed  with  these  hearings  Thank 
you  very  much.  s 

The  committee  is  in  recess. 

„/^|'ne^pon’  rl3:2l  p mo  th,e  hearing  was  recessed,  to  reconvene 
at  9.00  a.m.  on  Thursday,  September  25,  1997.] 
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NANCE 

The  Chairman.  The  committee  will  please  be  in  order.  This  is 
the  third  day  of  this  set  of  hearings. 

And  I want  to  say  I was  pleased  to  read  this  morning  in  a press 
release  that  Deputy  Treasury  Secretary,  Larry  Summers,  in  an 
interview  Wednesday,  agreed  that  there  is  a need  for  a cultural 
change  in  IRS. 

I am  pleased  to  read  that,  because  I think  in  order  to  bring  about 
the  kind  of  reform — the  kind  of  change  that  is  essential — it’s  going 
to  be  important  for  all  bodies  of  concern  to  recognize  the  problem. 

And  we  are  particularly  pleased  to  welcome  today  our  first  panel 
which  is  made  up  of  five  current  IRS  employees  and  one  former 
employee. 

These  people  have  come  before  the  committee  to  relate  from  their 
own  experiences  how  the  agency  works,  a view  from  the  inside. 

In  fairness,  we  recognize  that  these  individuals  speak  only  for 
themselves,  not  for  the  IRS,  but  what  they  bring  to  this  hearing 
is  a cross  section  of  several  different  segments  of  the  agency  itself. 

You  will  hear  from  collection  officers,  auditors,  lawyers,  and  even 
inspection  personnel,  the  IRS’  form  of  internal  affairs. 

And  another  reason  to  listen  well  to  the  statements  of  these  wit- 
nesses is  that  they  range  from  8 years  of  service  to  over  35  years 
of  service  with  the  majority  of  the  witnesses  having  served  the  IRS 
for  over  20  years. 

I am  grateful  for  their  cooperation  and  appearance  today. 

These  witnesses  have  asked  for  their  identity  to  be  protected,  but 
have  provided  their  credentials  to  a member  of  both  the  majority 
and  minority  staff. 
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I want  to  say  to  each  and  every  one  of  them  how  much  I appre- 
ciate their  being  here  today. 

I know  it  takes  a great  deal  of  courage  to  come  here  and  testify. 

I want  them  to  know  that  they  will  have  our  continued  support  for 
being  here. 

What  they  are  doing  is  discharging  their  public  responsibility  as 
a responsible  civil  servant. 

And  to  each  one  of  you,  thank  you  for  your  contribution. 

Now,  because  of  the  height  of  the  screen,  I would  ask  that  you 
remain  seated  while  I administer  the  oath. 

[Whereupon,  the  six  witnesses  were  duly  sworn.] 

The  Chairman.  Thank  you. 

Now,  we  will  proceed  with  the  testimony. 

I do  want  to  remind  the  witnesses,  as  well  as  my  colleagues  that 
the  witnesses  are  prohibited  from  disclosing  taxpayer  information 
which  is  protected  by  Internal  Revenue  Code,  section  6103. 

I just  call  that  to  your  attention,  to  the  members  of  the  commit- 
tee because  it  is  a matter  of  concern  in  their  questions. 

At  this  time,  it  is  my  pleasure  to  call  on  Witness  No.  1. 

STATEMENT  OF  WITNESS  NO.  1 

Witness  No.  1.  Mr.  Chairman,  thank  you  for  the  opportunity  to 
appear  before  you  and  this  committee. 

The  Chairman.  Would  you  let  me  just  interrupt? 

A number  of  witnesses  have  asked  that  we  use  a mechanism 
which  also  distorts  the  voice.  And  that’s  the  reason  that  you  will 
get  the  sound  in  certain  instances. 

Please  proceed. 

Witness  No.  1.  I spent  the  last  25  years  either  working  for  the 
Internal  Revenue  Service  Collection  Division  or  representing  tax- 
payers before  the  IRS  Collection  Division. 

I have  collected  taxes  for  the  IRS  from  thousands  of  taxpayers. 
And  I have  also  represented  hundreds  of  taxpayers  with  tax  prob- 
lem before  the  Collection  Division. 

It  is  my  sincere  hope  that  my  testimony  today  will  serve  to  im- 
prove the  operation  of  the  IRS  for  the  benefit  of  the  taxpaying  pub- 
lic. 

The  Internal  Revenue  Code  does  not  abuse  taxpayers.  A com- 
plicated tax  code  may  result  in  some  unfair  taxation,  but  rarely  is 
the  cause  of  abuse  while  multi-page  tax  forms  also  do  not  in  them- 
selves cause  abuse,  frustration  maybe,  but  not  abuse.  Even  an 
ludit  while  certainly  stressful  should  not  result  in  taxpayer  abuse. 

What  then  has  been  the  outcry  of  American  citizens  about  the 
ibuse  from  the  IRS  and  the  many  media  reports  of  the  heavy  hand 
ised  by  the  IRS? 

Abuse  of  the  taxpaying  public  occurs  when  the  IRS  improperly 
ind  sometimes  illegally  uses  its  vast  power  in  the  process  of  imple- 
nenting  some  type  of  enforcement  of  the  tax  laws. 

Enforcement  is  the  levy  of  a paycheck  or  bank  account,  the  sei- 
;ure  of  a car,  a home,  or  a business. 

It  can  also  result  in  the  forced  liquidation  of  a taxpayer’s  life  sav- 
ngs,  IRA,  or  retirement  account. 

There  is  only  one  small  part  of  the  IRS  that  implements  all  of 
;hese  types  of  enforcement.  And  that  is  the  IRS  Collection  Division. 


The  Collection  Division  is  charged  with  the  collection  of  unpaid 
taxes  and  the  securing  of  un-filed  delinquent  tax  returns. 

The  Collection  Division  serves  wage  and  bank  levies,  files  tax 
liens,  seizes  cars,  homes,  and  businesses  to  enforce  the  collection 
of  unpaid  taxes. 

The  Collection  Division  takes  literally  hundreds  of  enforcement 
actions  every  day.  Yes,  that’s  hundreds  of  actions  against  taxpayers 
every  day. 

This  results  in  some  abuse  of  taxpayers  on  a daily  basis. 

It  is  the  Collection  Division  of  the  IRS  that  is  responsible  for  the 
overwhelming  majority  of  enforcements  and  actions. 

Enforced  collection  of  unpaid  taxes  is  a necessity.  As  a result,  the 
danger  of  taxpayer  abuse  is  both  inherent  and  inevitable. 

Many  taxpayers  will  feel  they  have  been  abused  simply  because 
they  do  not  like  the  fact  that  they  are  being  compelled  to  pay  their 
fair  share. 

We  understand  that  that  comes  with  the  territory  when  enforced 
collection  of  taxes  is  part  of  one’s  every  day  job. 

So  how  does  one  fair  out  the  true  cases  of  taxpayer  abuse?  The 
answer  to  that  question  is  the  important  issue  to  be  addressed. 

First  of  all,  does  the  IRS  correct  abuses  when  they  become  aware 
of  them?  Oftentimes,  they  do. 

However,  the  more  important  question  is,  does  the  IRS  cover  up 
abuses?  The  answer  is,  yes. 

If  the  true  number  of  incidence  of  taxpayer  abuse  were  ever 
known,  the  public  would  be  appalled. 

If  the  public  also  ever  knew  the  number  of  abuses  covered  up  by 
the  IRS,  there  could  be  a tax  revolt. 

Why  do  we  not  know  of  these  covered  up  abuses?  The  answer  is 
simple.  The  IRS  protects  itself  by  management  support  of  manage- 
ment actions  whether  those  actions  are  right  or  wrong. 

This  acceptance  of  abusive  actions  by  management  is  the  root 
cause  of  taxpayer  abuse. 

The  initial  cause  of  taxpayer  abuse  is  IRS  employees  who  actu- 
ally implement  enforcement  actions,  many  of  which  are  approved 
by  management  in  advance. 

The  enforcement  may  be  necessary.  However,  it  is  the  improper 
or  sometimes  illegal  enforcement  that  causes  unnecessary  abuse. 

Sadly,  some  employees  repeatedly  do  not  follow  proper  collection 
policies  and  procedures  and  thereby  repeatedly  abuse  taxpayers. 

There  are  several  reasons  why  this  occurs.  One,  many  IRS  tax 
collectors,  revenue  officers,  but  more  importantly,  managers  are  not 
properly  trained  in  IRS  policies  and  Internal  Revenue  Manual  pro- 
cedures. 

Many  revenue  officers,  but  more  importantly  managers  often  re- 
spond that  the  Internal  Revenue  Manual  policies  and  procedures 
are  guidelines  only  and  do  not  the  carry  the  force  of  law. 

Three,  many  revenue  officers  learn  the  general  perception  from 
management  that  most  tax  debtors  are  trying  to  cheat  the  govern- 
ment, are  crooks  or  flakes  and  are  generally  not  willing  to  pay 
their  fair  share  of  taxes. 

Many  revenue  officers  capitalize  on  the  taxpayer’s  inherent  fear 
of  the  IRS  and  the  intimidation  that  they  can  inflict  on  taxpayers 
without  any  consequence  for  their  improper  enforcement. 
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Five,  revenue  officers  often  with  management  approval  use  en- 
forcement to  punish  taxpayers  instead  of  trying  to  collect  the  most 
money  for  the  government. 

There  is  an  IRS  policy  statement  on  collecting  principles,  P-5- 
2 No.  7 which  is  the  most  often  ignored. 

In  part,  it  states  “We  should  help  taxpayers  who  try  to  comply 
with  the  law  and  take  appropriate  enforcement  actions  when  tax- 
payers resist  complying.” 

Good  judgment  is  needed  in  selecting  the  appropriate  collecting 
tool. 

The  key  word  here  is  “resist”  complying.  If  this  one  policy  state- 
ment were  properly  applied,  it  would  eliminate  most  all  taxpayer 
abuse,  but  it  is  IRS  management  that  must  lead  the  way. 

The  most  important  factor  in  all  the  foregoing  information  is  that 
occasional  front-line  employee  errors  in  judgment,  violations  of  the 
Internal  Revenue  Manual,  and  lack  of  understanding  of  policies 
statements  are  to  be  expected. 

However,  what  is  not  acceptable  is  front-line  management’s  sup- 
port of  these  mistakes. 

What  is  unconscionable  is  upper  management’s  support  or  toler- 
ance of  front-line  management  abuse  of  taxpayers. 

The  bottom  line  is  that  the  abuse  of  taxpayers  by  the  IRS  is  most 
often  caused  by  the  Collection  Division.  And  the  problem  with  the 
Collection  Division  is  mismanagement. 

The  following  are  some  general  scenarios  of  Internal  Revenue 
Manual  violations  and  taxpayer  abuse  that  I have  personally  en- 
countered. 

One,  on  far  too  many  occasions  when  a taxpayer  fails  or  forgets 
to  supply  one  or  two  items  of  a long  list  requested  by  the  revenue 
officer,  the  officer’s  response  is  the  heavy  hammer  of  a paycheck  or 
bank  levy. 

Two,  even  when  a taxpayer  is  represented  by  a power  of  attor- 
ney, the  representative  is  quite  often  treated  more  aggressively 
than  the  taxpayer. 

Revenue  officers  generally  learn  from  management  the  percep- 
tion that  most  representatives  intentionally  try  to  delay  the  resolu- 
tion of  a case. 

This  attitude  is  what  causes  the  greatest  animosity  between  the 
tax  representation  community  and  the  IRS. 

Disregarding  the  policy  statement  that  I read  to  you  earlier  re- 
sults in  damaging  the  credibility  of  the  IRS  and  the  integrity  of  the 
revenue  officer. 

Three,  quite  often,  the  revenue  officer  finds  a specious  reason  to 
serve  levies  on  the  very  source  of  income  or  assets  that  the  tax- 
payer disclosed  to  the  IRS. 

Again,  this  only  serves  to  undermine  the  credibility  and  integrity 
of  the  IRS. 

It  is  no  wonder  that  the  taxpaying  public  has  an  aversion  to  pro- 
viding any  information  to  the  IRS. 

It  is  an  aversion  created  by  the  IRS’  repeated  misuse  of  informa- 
tion provided  to  them  by  the  cooperative  taxpayer. 

Four,  when  a levy  is  served  in  error  or  prematurely,  even  when 
the  IRS  admits  that  the  levy  was  improperly  served,  the  routine 


IRS  response  is  that  when  the  taxpayer  provides  additional  infor- 
mation, the  IRS  will  consider  releasing  the  levy. 

When  the  information  is  provided,  the  IRS  adds  insult  to  injury 
by  not  releasing  the  levy. 

The  IRS  cannot  seem  to  grasp  the  concept  that  when  it  makes 
a mistake,  it  should  reverse  the  error  immediately,  no  matter  what 
the  consequence  to  the  IRS. 

Five,  revenue  officers  routinely  violate  the  relationship  with  the 
taxpayer  representative  by  contacting  the  taxpayer  directly. 

It  is  also  a common  practice  of  revenue  officers  and  front-line 
managers  to  try  to  intimidate  a taxpayer  representative  into  think- 
ing that  the  IRS  has  the  right,  false  though  it  may  be,  to  interview 
the  taxpayer  personally. 

Six,  I have  heard  of  revenue  officers  trying  to  discourage  tax- 
payers from  hiring  representatives  and  making  disparaging  and 
slanderous  statements  about  representatives. 

Today,  many  taxpayer  representatives  know  IRS  collection  proce- 
dures better  than  the  revenue  officers.  And  this  becomes  a threat 
to  the  revenue  officer. 

In  many  instances,  I have  heard  and  experienced  more  harsh 
treatment  of  representatives  simply  because  the  representative  was 
former  IRS.  And  this  leads  to  violating  the  rights  of  the  taxpayer. 

Seven,  the  Internal  Revenue  Manual  states  that  reasonable,  nec- 
essary living  expenses  are  always  allowed. 

However,  on  more  than  one  occasion,  I have  seen  the  IRS  punish 
a taxpayer  by  not  allowing  reasonable,  necessary  living  expenses, 
even  current  tax  payments. 

Why?  Because  the  revenue  officer  and  the  manager  did  not  think 
the  taxpayer  obeyed  their  commands  appropriately  and  simply  felt 
that  the  taxpayer  could  somehow  survive  without  reasonable,  nec- 
essary living  expenses. 

Eight,  a revenue  officer  with  the  IRS  District  Counsel  concur- 
rence can  serve  what  are  termed  “nominee  liens”  and  levies  against 
third  parties  whom  the  IRS  believes  are  in  possession  of  assets  be- 
longing to  the  taxpayer. 

The  problem  is  that  the  IRS  is  not  required  to  provide  docu- 
mentation to  the  taxpayer  or  the  third  party  supporting  the  basis 
of  their  beliefs. 

The  IRS  basically  has  the  attitude,  sue  us  to  prove  that  we  are 
wrong. 

I have  seen  more  violations  of  IRS  procedures  and  policies  than 
I can  count. 

The  most  appalling  aspect  of  the  foregoing  examples  is  that  in 
most  every  instance,  IRS  management  supported  the  erroneous  ac- 
tions of  the  revenue  officer. 

The  Problem  Resolution  Office  or  the  taxpayer’s  advocate  is  re- 
sponsible for  protecting  the  taxpayer  from  IRS  abuse. 

But  having  appealed  many  taxpayer  abuses  to  the  PRO,  I found 
them  to  be  useless. 

If  the  public  thinks  that  the  PRO  is  being  objective  in  assisting 
with  abuse  cases,  the  public  is  being  hoodwinked. 

What  are  the  solutions  to  end  this  suffering  of  repeated  abuses? 
I have  two  basic  answers. 
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First,  require  the  IRS  to  follow  its  Internal  Revenue  Manual  as 
though  it  were  law. 

The  IRS  should  be  required  to  follow  the  manual  to  the  letter. 
Taxpayers  are  required  to  follow  complicated  tax  return  instruc- 
tions. So  why  shouldn’t  the  IRS  be  required  to  follow  their  own  pro- 
cedures? 

Second,  make  the  IRS  and  management  responsible  for  violations 
of  manual  procedures.  By  that,  I do  not  mean  holding  front-line 
employees  responsible  for  accidental  or  unintentional  mistakes. 

However,  when  upper  management  condones  the  violations 
which  bring  great  detriment  to  taxpayers,  then  management 
should  be  held  personally  responsible. 

As  only  one  taxpayer  representative  out  of  thousands  across  the 
country,  I have  seen  dozens  of  taxpayers  severely  damaged  and 
even  made  homeless  by  the  IRS  Collection  Division. 

The  true  bottom  line  solution  to  resolving  taxpayer  abuses  is  IRS 
management. 

Restitution  by  an  administrative  claim  as  opposed  to  court  action 
for  erroneous  or  improper  actions  would  be  a giant  step  in  the  right 
direction. 

But  who  will  decide  when  the  action  is  improper?  If  left  in  the 
hands  of  the  IRS,  you  will  have  an  IRS  proud  of  the  fact  that  they 
paid  out  a minimal  amount  of  restitution  funds  over  the  course  of 
the  year. 

The  culture  of  the  IRS  must  change.  And  it  will  not  change  on 
its  own. 

Thank  you. 

The  CHAIRMAN.  Thank  you  very  much. 

I now  turn  to  Witness  No.  2.  Please  proceed. 

[The  prepared  statement  of  Witness  No.  1 appears  in  the  appen- 
dix.] 

STATEMENT  OF  WITNESS  NO.  2 

WITNESS  No.  2.  Mr.  Chairman  and  respective  members  of  the  Fi- 
nance Committee 

The  Chairman.  Would  you  pull  the  microphone  a little  closer, 
please? 

Witness  No.  2.  It’s  a pleasure  to  be  able  to  address  you  here 
today.  Currently,  I am  a Criminal  Investigator  for  the  Internal 
Revenue  Service’s  Internal  Security  Division. 

IRS’  Internal  Security  Division  has  a multi-functional  purpose. 
!n  a broad  sense,  we’re  like  a Federal  office  of  Inspector  General 
>r  a local  police  department’s  internal  affairs  unit. 

Our  main  responsibilities  conducting  investigations  into  allega- 
ions  of  IRS  employee  misconduct,  outside  attempts  to  correct  the 
idministration  of  Internal  Revenue  laws,  and  employee  safety. 

I am  here  to  speak  about  some  of  the  problems  I have  observed 
n performing  my  work  for  the  Internal  Security  Division. 

By  the  nature  of  our  mission,  it  is  imperative  that  we  be 
nencumbered  in  opening  and  investigating  violations  of  the  law 
nthin  the  scope  of  our  office. 

However,  the  culture  and  climate  of  the  Internal  Revenue  Serv- 
:e  often  prevents  Internal  Security  from  fulfilling  our  responsibil- 
ties. 


In  addition,  the  distrustful  and  secretive  nature  of  the  IRS  often 
hinders  an  investigation. 

A lack  of  independence  from  district  and  regional  forces  intent  on 
not  tarnishing  IRS’  image  has  reduced  administrative  sanctions 
against  employees  to  a point  where  they  have  no  effect  on  control- 
ling employee  conduct. 

IRS  does  not  want  bad  press  on  employee  conduct  at  a time 
when  the  agency’s  public  image  is  at  a low  point. 

This  has  affected  who  we  investigate  and  what  happens  after  an 
investigation  has  been  completed. 

Allegations  against  Internal  Revenue  Service  managers  and  Na- 
tional Treasury  Employee  Union  officials  have  not  been  inves- 
tigated. 

The  IRS  is  aware  of  the  administration’s  favorable  view  of  the 
unions.  The  NTEU  greatly  benefits  from  this. 

High-level  internal  security  employees  do  not  want  to  take  on  a 
case  involving  union  or  union  officials. 

Allegations  against  IRS  managers,  including  Criminal  Investiga- 
tion Division  managers  are  only  worked  when  an  allegation  is  seri- 
ous and  internal  management  cannot  find  a way  out  of  assigning 
a case,  as  when  it  has  made  the  newspaper  or  other  people  are 
aware  of  it. 

Some  internal  security  managers  believe  that  there  is  a bond  be- 
tween IRS  managers  that  should  be  maintained  in  the  name  of 
working  relations. 

There  have  been  violations  concerning  the  taxpayer’s  attomey/cli- 
ent  privilege.  IRS  management  often  knows  of  these  violations  for 
months  before  reporting  them  to  Internal  Security.  These  types  of 
cases  can  involve  compromises  of  privileged  communications. 

Investigation  into  serious  allegations  are  shortened  by  nature  of 
a 180-day  baseline. 

Six  months  is  insufficient  time  to  conduct  a complex  investiga- 
tion, especially  when  new  allegations  are  developed  during  the  in- 
vestigation. 

After  180  days,  the  investigator  and  the  immediate  manager 
start  to  feel  pressure  on  closing  a case. 

This  is  where  the  IRS’  bean  counter  mentality  hurts  us.  And  em- 
ployee cases  are  considered  an  actionable  case. 

That  means  prove  it  or  not,  opening  the  case  earns  the  agent 
credit  or  a stat. 

A case  not  involving  an  employee  only  gets  a stat  if  there  is  judi- 
cial action. 

In  other  words,  hypothetically,  a case  involving  armed  militia  or 
anti-government  forces  get  less  credit  for  the  Inspection  Division 
than  a case  involving  the  misuse  of  a government  car  by  an  IRS 
employee. 

Management  feels  that  since  the  stat  is  obtained  just  by  opening 
an  employee  case,  there  is  no  justification  to  have  any  case  older 
than  180  days. 

Proven  violations  of  criminal  misconduct  against  an  employee 
have  been  whitewashed  by  Internal  Revenue  Service  managers  and 
labor  relations.  Serious  violations,  such  as  browsing,  unauthorized 
access  to  taxpayer’s  records,  and  unauthorized  release  of  taxpayer’s 
information  have  received  nothing  more  than  counseling  letters 
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These  letters  are  often  removed  from  the  employee’s  personnel 
file  after  a year.  This  kind  of  action  does  not  serve  as  a deterrent 
for  misconduct. 

The  IRS  can  and  does  investigate  its  own  employees  when  it  is 
suspected  that  an  employee  has  acted  improperly  or  illegally. 

However,  Internal  Security  management  has  improperly  notified 
and  kept  the  IRS  district  management  officials  abreast  of  these  in- 
vestigations. 

Such  investigations  are  supposed  to  be  kept  confidential.  How- 
ever, more  often  than  not,  if  these  investigations  target  employees 
who  are  friends  of  management,  they  will  be  informed  of  the  probe 
in  time  to  quit  the  agency  before  adverse  personal  action  can  be 
initiated  against  them. 

Another  example  would  be  someone  who  is  a rising  Btar  that  is 
favored  by  management.  When  they  are  notified,  they  can  take 
steps  to  minimize  the  consequence  of  their  actions. 

Once  an  employee  resigns,  it’s  rare  that  a U.S.  attorney  will  ac- 
cept the  case  for  prosecution. 

At  the  same  time  there  is  outside  interference  on  the  Internal 
Security’s  mission,  there  are  internal  pressures  that  correct  our 
ethical  standards  and  place  morale  at  low  levels. 

Internal  Security  managers  exhibit  arrogance  while  they  them- 
selves violate  laws  and  commit  prohibitive  personal  practices. 

Investigators  have  been  told  by  Internal  Security  managers  to 
record  conversations  of  other  IRS  employees  without  the  Attorney 
General’s  approval. 

In  other  words,  we  have  been  directed  to  make  non-consentual 
recordings  of  other  employees  without  filling  Justice  Department 
requirements. 

Investigators  are  often  not  able  to  share  taxpayer  information  on 
a multi-agency  investigation. 

Yet,  Internal  Security  managers  have  unofficially  provided  tax- 
payer information  to  managers  at  other  agencies. 

IRS  Internal  Security  managers  are  notorious  for  committing 
prohibitive  personnel  practices.  After  an  employee  litigates,  settles 
out  of  court  or  obtains  a favorable  grievance  or  a Merit  System  Pro- 
tection Board  ruling,  the  agency  takes  the  corrective  action  without 
consequence  to  the  offending  manager. 

In  other  words,  a manager  violates  an  employee’s  rights.  The  em- 
ployee seeks  and  obtains  redress  from  the  agency.  But  the  manager 
is  never  sanctioned  for  violating  the  employee’s  rights  in  the  first 
place. 

There  is  no  consequence  of  the  offending  manager’s  action. 

Internal  Security  managers  are  aware  of  how  difficult  it  is  for  an 
employee  to  litigate  against  the  agency. 

After  all,  the  agency  and  their  managers  do  not  pay  for  legal  rep- 
resentation. If  a manager  does  not  like  an  employee  for  personal 
reasons,  there  is  nothing  to  stop  the  manager  from  violating  the 
employee’s  rights. 

This  is  an  “us  versus  them”  mentality  that  is  more  flagrant  at 
this  agency  than  anywhere  else  that  I’ve  seen. 

The  corporate  culture  at  1111  Constitution  Avenue  is  not  condu- 
cive towards  independent,  well-worked  criminal  investigations. 


In  general,  IRS  pushes  employees  to  open  and  close  a tax  or  col- 
lection matter  as  quickly  as  they  can. 

Often  getting  the  proper  tax  is  secondary  to  reducing  overall  case 
load  as  quickly  as  possible. 

For  Internal  Security,  this  “bean  counter”  mentality  means  num- 
bers, numbers,  numbers,  cases  opened,  cases  closed.  Let’s  count 
them  up  so  we  can  report  at  the  end  of  the  year  what  a good  job 
we’ve  done. 

Quality,  where  is  that  found  in  the  accountant’s  book? 

Matters  that  were  never  investigated  before  because  they  did  not 
warrant  investigation  are  now  opened  as  cases  just  so  we  have 
more  numbers  to  report. 

In  a way,  this  has  created  an  atmosphere  that  has  given  us 
many  of  our  employee  misconduct  cases. 

However,  criminal  law  does  not  afford  us  the  opportunity  to  work 
an  investigation  in  the  same  manner. 

As  long  as  Internal  Security  is  part  of  the  IRS,  there  can  be  no 
real  oversight  or  independence.  We  are  just  part  of  the  greater 
problem. 

Over  my  20  years  of  service,  I’ve  become  painfully  aware  of  the 
ability  of  IRS  to  retaliate  against  employees  who  dare  to  speak  out. 

Many  of  the  witnesses  you  will  have  before  you  in  this  hearing 
could  be  retaliated  against  for  their  testimony  before  this  commit- 
tee. 

At  times,  I have  been  assigned  an  employee  case  and  been  told 
that  management  does  not  like  that  employee. 

I’ve  been  told  I need  to  find  something  that  they  can  use  to  ter- 
minate their  employment. 

In  the  IRS,  retaliation  is  swift  and  severe.  I know  of  three  cases 
off  the  top  of  my  head  where  employees  have  spoken  out. 

During  prior  reorganizations,  the  IRS  eliminated  a prior  man- 
ager’s job.  He  had  to  fight,  litigate  to  some  sort  of  a safety  net  for 
him  to  continue  to  retirement. 

Another  manager  that  spoke  out  and  asked  questions  inappropri- 
ately was  counseled  to  go  to  an  employee  assistance  program  for 
counseling  because  he  dared  to  rock  tne  boat. 

Another  person  complained  to  their  Congressman.  And  it  was 
held  the  against  the  employee  during  promotion  and  advancement. 

I hope  you  will  respect  the  risk  that  these  witnesses  took  to  ap- 
pear before  you  and  protect  them  from  any  act  of  revenge  by  IRS 
management.  We  all  have  families. 

I came  here  today  not  to  harm  this  agency,  but  to  help  it  heal. 
You  must  decide  the  best  method  to  accomplish  the  goal. 

The  IRS  cannot  heal  itself,  so  others  and  I have  taken  the  chance 
that  you  are  serious  about  changing  and  improving  this  agency. 

I thank  you  for  the  opportunity  to  participate  in  the  healing  proc- 
ess. 

The  Chairman.  Well,  I want  to  thank  you  for  your  testimony 
today.  I recognize  that  you  have  served  20  years  in  the  service  of 
the  IRS. 

I can  assure  you  that  I and  this  committee  will  do  everything  in 
our  power  to  protect  those  of  you  who  have  had  the  courage  and 
public  sense  of  duty  to  come  here  and  testify.  And  I appreciate  your 
testimony. 
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Witness  No.  2.  Thank  you. 

[The  prepared  statement  of  Witness  No.  2 appears  in  the  appen- 
dix.] 

The  Chairman.  I will  now  call  upon  Witness  No.  3. 

STATEMENT  OF  WITNESS  NO.  3 

Witness  No.  3.  Good  morning  Mr.  Chairman  and  members  of 
the  Finance  Committee.  I am  presently  a grade  12  Revenue  Officer 
which  is  also  identified 

The  Chairman.  Would  you  move  the  microphone  a little  closer, 
please? 

Witness  No.  3.  Which  is  also  identified  as  a Field  Collection  Of- 
ficer with  the  Internal  Revenue  Service. 

I have  worked  as  a Revenue  Officer  for  over  35  years,  having 
begun  my  career  with  the  IRS  when  John  Kennedy  was  President. 

I am  here  this  morning  to  cite  numerous  incidents  that  I have 
observed  in  the  course  of  my  career  as  a Collection  Officer  with  the 
IRS. 

I hope  to  use  these  examples  to  assist  you  and  the  committee  in 
making  our  agency  a better  place  and  ensure  greater  fairness  for 
the  American  people. 

Over  the  last  few  months,  you  have  heard  a great  deal  about 
browsing  of  taxpayer  files.  Allow  me  to  focus  on  this  problem  for 
a moment  and  describe  to  you  specific  situations  that  I have  per- 
sonally observed  in  the  IRS  work  place  which  I once  considered 
commonplace. 

Tax  data  being  accessed  by  IRS  employees  to  check  on  prospec- 
tive boyfriends. 

Tax  data  being  accessed  by  IRS  employees  to  check  ex-husbands 
for  increasing  income  in  order  to  receive  increased  child  support 
payments. 

Tax  data  being  accessed  on  people  with  whom  IRS  employees 
were  having  some  kind  of  personal  disagreement. 

Tax  data  being  accessed  on  locally  prominent  or  newsworthy  in- 
dividuals, public  figures,  even  team  coaches. 

Tax  data  being  accessed  out  of  simple  curiosity  about  a friend, 
a relative  or  an  employee’s  neighbor. 

Tax  data  being  accessed  on  individuals  who  are  perceived  as  crit- 
ical of  the  IRS,  such  as  people  labeled  tax  protestors  or,  as  in  one 
case,  a person  who  had  simply  written  a letter  to  the  editor. 

The  following  instances,  which  I consider  to  be  institutional  mis- 
use of  taxpayer  information,  are  cases  in  which  the  IRS  has  tacitly 
sanctioned  looking  up  data  on  citizens  who  are  not  the  subject  of 
any  investigation  being  conducted. 

Tax  data  being  accessed  on  relatives  and  acquaintances  of  the 
subject  taxpayer,  such  as  cases  where  the  taxpayer  is  suspected  of 
using  friends  and  relatives  to  hide  income  or  assets. 

Tax  data  being  accessed  on  potential  witnesses  in  government 
;ax  cases. 

Tax  data  being  accessed  on  jurors  sitting  on  government  tax 
:ases. 

Senators,  there  is  no  excuse  for  this  type  of  action. 

Until  recent  years,  the  agency  had  an  almost  casual  attitude 
about  privacy  and  misuse  of  taxpayer  records. 


It  has  tightened  up  now  to  the  point  that  good  employees,  who 
never  think  of  browsing  or  gaining  illicit  tax  accesses,  are  fearful 
that  they  may  be  subjected  to  investigation  for  an  innocent  error. 

I have  witnessed  other  serious  abuses  by  the  IRS.  While  these 
are  separate  incidents,  they  are  indicative  of  a pervasive  disregard 
of  law  and  regulations  designed  to  achieve  production  goals  for  ei- 
ther management  or  the  individual  agent. 

One  particular  incident  that  occurred  in  1994  shows  how  at  least 
some  managers  figure  they  can  get  away  with  almost  anything. 

A listening  device  was  discovered  to  exist  in  our  IRS  office.  Its 
ostensible  purpose  was  a public  address  system,  but  the  users — 
managers  and  secretaries,  had  a receiving  capability  as  well. 

With  the  receiving  capability  in  place,  they  could  press  a button 
and  overhear  conversations  taking  place  in  the  employee  break 
room. 

While  I have  no  personal  information  of  the  existence  of  similar 
devices,  I understand  from  others  that  some  indeed  existed  in  con- 
ference rooms  used  by  taxpayers  and  their  representatives. 

A co-worker  and  I found  the  device  in  the  break  room  and 
learned  how  it  worked. 

Learning  of  our  discovery,  higher-level  officials  immediately  had 
the  devices  removed  and  attempted  a reprisal  by  initiating  an  in- 
vestigation of  those  who  brought  the  matter  to  light. 

Another  instance  involved  what  would  be  called  fraud  if  it  were 
perpetuated  by  any  other  institution. 

And  I still  cannot  believe  it  was  done  in  the  face  of  my  objection. 
This  was  the  case  of  a fake  tax  lien. 

While  I made  the  matter  known  to  superiors,  they  did  not  even 
seem  to  want  to  hear  about  it. 

When  a taxpayer  gets  a notice  a tax  due  from  the  IRS,  a lien  on 
the  taxpayer’s  property  arises  under  the  Internal  Revenue  Service 
Code. 

To  be  effective  against  third  parties  and  lenders,  a notice  of  lien 
must  be  filed  in  the  local  court  house. 

The  public  accepts  that  the  IRS  files  only  legitimate  notices,  but 
this  is  the  case  a notice  was  filed  by  the  IRS  when  there  was  no 
assessment  and  no  legitimate  lien. 

Mr.  Chairman,  there  must  be  an  assessment  of  tax  due  in  order 
to  file  a lien.  That  is  the  law. 

And  if  that  wasn’t  bad  enough,  the  IRS  asserted  its  seemingly 
correct  lien  against  a third  party.  And  that  third  party,  a bank, 
had  no  way  of  knowing  that  the  lien  was  not  legitimate. 

The  amount  involved  was  not  large,  only  a few  thousand  dollars, 
but  the  collection  employees  were  motivated  to  close  the  case  rath- 
er than  take  the  correct  and  legal  action  and  lift  the  false  lien. 

In  this  case,  the  Service  acted  illegally  by  collecting  money  from 
the  taxpayer  and  quietly  closing  the  case. 

I believe  this  instance  is  indicative  of  a systematic  problem 
plaguing  the  agency. 

It’s  original  mission  of  collecting  tax  revenues  has  now  become 
incidental  to  the  production  of  statistics. 

A case  that  is  written  off  as  uncollectible,  a Form  53,  is  counted 
as  a closed  case  just  the  same  as  if  it  were  fully  collected. 
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When  I started  with  the  IRS  in  the  early  1960’s,  warning  flags 
went  up  if  uncollectible  accounts  amounted  to  more  than  15  per- 
cent. 

I have  now  seen  months  in  which  over  60  percent  of  case  closures 
were  “53’d”  closed  as  uncollectible. 

Senators,  I have  voluntarily  come  before  you  today  to  relate  to 
you  some  of  the  deep  concerns  I have  regarding  the  current  mind- 
set of  the  IRS. 

I have  been  in  a position  to  watch  the  gradual  changes  taking 
place  among  IRS  management  and  agency  attitude. 

These  are  not  positive  changes.  And  I’m  very  concerned  about  the 
Service’s  future  role. 

Although  my  comments  today  may  appear  negative  and  anti- 
agency, it  is  my  sincerest  hope  that  they  will  help  to  bring  about 
the  opposite  result. 

I hope  you  will  come  to  the  aid  of  the  IRS  with  the  positive  and 
forthright  oversight  it  so  badly  needs. 

The  IRS  needs  help.  It  needs  careful  attention  it  cannot  possibly 
provide  itself. 

The  help  must  come  from  the  outside  through  effective  and  forth- 
right oversight  of  an  ailing  system. 

It  is  my  deepest  hope  that  this  hearing^will  initiate  these  badly 
needed  steps. 

The  Chairman.  Thank  you  very  much. 

Again,  I would  remind  the  members  of  the  panel  of  the  commit- 
tee that  this  witness  has  had  over  35  years  of  experience  with  the 
agency. 

And  I can  assure  him  that  what  we  seek  to  do  is  to  bring  about 
reform  that  will  be  fair  to  the  taxpayers  and  fair  to  the  IRS  em- 
ployees. 

[The  prepared  statement  of  Witness  No.  3 appears  in  the  appen- 
dix.] 

The  Chairman.  It  is  now  my  pleasure  to  call  on  Witness  No.  4. 


STATEMENT  OF  WITNESS  NO.  4 ( 

Witness  No.  4.  Mr.  Chairman,  Senators,  thank  you  for  allowing 
me  to  appear  before  you  today  and  share  with  you  some  personal 
observations  I have  made  during  the  more  than  25  years  I have 
been  employed  by  the  Internal  Revenue  Service. 

For  the  majority  of  these  years,  I have  served  as  a Revenue  Offi- 
cer in  the  IRS  Collection  Division. 

Until  very  recently,  I felt  a great  sense  of  pride  in  my  job.  I actu- 
ally  looked  forward  to  going  to  work. 

Over  this  past  year,  however,  I have  seen  dramatic  changes  take 
place  in  this  organization.  And  in  my  opinion,  most  «e re  not  for 
the  good  of  the  Service  or  the  public  that  we  are  supposed  to  serve 

in  the  past,  with  few  exceptions,  I felt  that  management  truly 
cared  for  its  employees.  * 

I find  this  no  longer  to  be  the  case.  I have  never  seen  overall  mo- 
rale in  the  IRS  as  low  as  it  is  right  now. 

Many  of  my  fellow  colleagues  have  expressed  to  me  recently  that 
they  no  longer  feel  motivated.  And  many  are  feeling  the  physical 
and  emotional  effects  of  constant  stress. 


Management  fails  to  acknowledge  employee  concerns  as  evi- 
denced by  the  fact  that  they  refuse  to  hear  grievances  or  address 
work-place  concerns. 

Managers  fail  to  realize  that  if  the  employees  are  under  stress 
or  disillusioned  with  the  Service,  their  attitude  will  surely  flow  to 
the  taxpayers,  the  people  we  are  paid  to  serve. 

I have  recently  seen  many  abuses  by  IRS  managers,  as  well  as 
first-line  employees.  These  abuses  range  from  the  deception  of  tax- 
payers to  gross  misuse  of  travel  funds. 

I could  write  a book  on  the  subject  of  IRS  abuse  of  both  its  em- 
ployees and  of  the  American  taxpayers.  Please  allow  me  to  provide 
some  brief  examples. 

But  before  doing  so,  allow  me  to  point  out  that  I have  never  had 
a performance  problem  during  my  employment  with  the  IRS. 

To  the  contrary,  I have  received  numerous  annual  performance 
awards.  So  I am  not  here  today  because  I have  an  ax  to  grind. 

I truly  hope  that  by  appearing  before  you  that  I can  contribute 
positively  to  restore  pride  in  our  organization  and  reestablish  the 
confidence  of  taxpayers. 

The  area  that  causes  me  significant  concern  is  the  widely  varied 
treatment  that  taxpayers  can  and  do  receive. 

The  IRS  approach  for  the  taxpayer  can  vary  dramatically,  de- 
pending upon  the  IRS  group  manager,  whose  group  is  assigned  the 
case,  depending  on  the  employee  working  the  case,  and/or  depend- 
ing on  the  Collection  Division  policy  in  effect  at  the  time  the  case 
is  received. 

For  example,  you  may  have  one  business  owner  who  is  allowed 
to  make  monthly  payments  on  delinquent  employment  taxes,  while 
another  business  owner  with  the  same  set  of  circumstances  is  put 
out  of  business  or  forced  into  bankruptcy. 

One  taxpayer  may  have  their  taxes  written  off  as  uncollectible, 
while  another  taxpayer  under  the  identical  conditions  may  be 
forced  to  pay  their  taxes  in  full  or  risk  losing  a home  or  business. 

Taxpayers  deserve  a consistent  and  fair  policy  when  it  involves 
the  survival  of  their  businesses. 

Another  concern  I have  is  based  on  the  fact  that  the  collection 
initiatives  change  regularly. 

It  appears  that  management  is  more  concerned  about  maintain- 
ing high  statistics  than  the  quality  of  work  being  performed  or 
even  whether  the  taxes  are  collected  are  simply  written  off. 

Whenever  there  is  pressure  to  maintain  high  statistics  and  the 
performance  levels  of  the  different  departments  within  the  organi- 
zation are  a source  of  constant  comparison,  you  can  be  certain  that 
someone  is  going  to  suffer  the  consequences  of  such  an  explosive 
situation.  And  it’s  usually  going  to  be  the  taxpayer. 

Recently,  a revenue  officer  planned  an  elaborate  sale  to  dispose 
of  assets  seized  from  a taxpayer.  Many  IRS  employees  were  invited 
to  help  in  the  effort.  The  group  manager  was  also  present. 

Even  though  the  revenue  officer  failed  to  achieve  the  minimum 
bid,  as  required  by  law,  before  selling  the  assets,  he  went  ahead 
and  sold  the  property  at  a significant  loss  to  the  taxpayer. 

Property  which  had  a minimum  bid  of  at  least  $40,000  was  sold 
for  roughly  $7,000. 
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Although  this  wrongdoing  was  found  out  and  the  revenue  officer 
now  faces  possible  disciplinary  action,  the  real  victim  is  the  uncom- 
pensated taxpayer.  „ . . 

In  terms  of  travel  abuse,  I know  of  situations  where  managers 
arrange  travel  to  outlying  IRS  offices  simply  to  accommodate  their 

own  personal  travel.  , . „ 

They  charge  the  government  mileage  and  occasionally  even  a 
night’s  lodging  in  their  effort  to  get  to  their  final  vacation  destina- 

A previous  district  director  who  had  a condo  at  the  beach  would 
frequently  make  brief  appearances  at  the  outlying  IRS  offices  while 
his  family  waited  for  him  in  the  car.  ...  , 

When  his  visit  was  over,  he  and  his  family  would  simply  con- 
tinue their  drive  to  the  beach.  . 

All  of  this  was  done  at  the  taxpayer  s expense  while  management 
was  telling  employees  that  they  had  to  conserve  on  official  travel 

and  that  overnight  lodging  was  not  permitted. 

While  this  may  seem  minor  compared  to  many  other  things  that 
you  will  hear  in  this  hearing,  trust  me  when  I say  that  these  activi- 
ties  by  management  have  a devastating  effect  on  morale. 

In  another  abuse  of  travel  funds,  a Collection  Division  chief  as- 
signed a revenue  officer  in  their  office  to  travel  out  of  state  m an 
effort  to  check  up  on  the  work  habits  of  other  IRS  employees. 

Extensive  travel  was  involved.  And  the  secret  investigation  ol 
one  of  our  agents  caused  significant  confusion  among  taxpayers 

and  IRS  employees  alike.  , „ . , 

When  contacted  by  this  IRS  employee  who  was  following  up  be- 
hind the  work  of  the  real  case  agent,  some  taxpayers  called  their 

local  IRS  offices.  . , 

Some  local  officials  initially  thought  that  an  impostor  was  at 

work 

In  fact,  a taxpayer  with  whom  I had  been  working  with  was  con- 
tacted by  this  spy  employee  and  contacted  me  wanting  to  know 

what  was  going  on.  J . . , , , . 

Fortunately,  in  this  case,  nothing  detrimental  occurred  to  eltect 


my  taxpayer’s  case.  , , , 

But  the  manner  in  which  this  secret  study  was  conducted  was 
underhanded  and  humiliating  to  the  rest  of  the  employees  involved. 

In  addition,  if  this  information  was  determined  to  be  of  such  im- 
portance to  this  out-of-state  Collection  Division  chief,  why  not  in- 
quire about  such  information  in  a professional,  above-board  man- 
ner, not  deceptively  behind  employees’  back.  . 

The  effort  undoubtedly  would  have  been  far  more  effective,  less 
disruptive,  and  certainly  far  less  costly  to  everyone  involved,  tax- 
payers and  IRS  employees  alike. 

Mr.  Chairman,  I greatly  appreciate  being  afforded  this  oppor- 
tunity to  inform  this  committee  of  what  I have  observed  while 
working  with  the  IRS,  and  the  great  disservice  the  actions  of  some 
of  my  colleagues  have  brought  upon  unsuspecting  and  undeserving 
taxpayers,  not  to  mention  each  other. 

When  the  American  taxpayer  is  defrauded  of  their  due  rights,  we 


all  stand  to  suffer. 

It  is  not  a pleasure  for  me  to  share  such  stones  with  you.  lhese 
stories  are  about  my  colleagues,  those  with  whom  I work. 
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But  my  intention  to  do  so  is  simple.  I,  too,  am  an  American  tax- 
payer. And  I’m  asking  this  committee  to  return  the  Service’s  man- 
agement and  operational  standards  to  the  level  that  will  again 
earn  my  own  trust,  as  well  as  all  the  trust  of  the  taxpaying  Amer- 
ican. 

Thank  you  very  much. 

The  Chairman.  I appreciate  very  much  your  testimony  today. 

Again,  I would  point  out  that  you  have  served  in  the  IRS  for  25 
years.  And  we  take  very  seriously  what  you  have  to  say  today. 

[The  prepared  statement  of  Witness  No.  4 appears  in  the  appen- 
dix.] 

The  Chairman.  Now,  I will  call  upon  Witness  No.  5. 

STATEMENT  OF  WITNESS  NO.  5 

Witness  No.  5.  Good  morning.  I am  a long-term  employee  of  the 
Internal  Revenue  Service,  employed  as  a Revenue  Officer. 

I am  appearing  before  you  today  to  bring  to  your  attention  con- 
cerns shared  by  many  of  the  employees  in  my  district. 

In  the  past  2 years,  all  of  the  standards  of  ethics  by  which  we 
have  been  led  to  believe  were  an  integral  part  of  our  job  and  re- 
sponsibility in  dealing  fairly  with  both  taxpayers  and  employees 
have  been  replaced  with  practices  that  were  widely  viewed  as  not 
only  unethical,  but  often  illegal. 

To  elaborate  on  this  statement,  let  me  refer  you  to  IRS  policy 
statement  P-1-20  which  essentially  states  that  employees  will  not 
be  evaluated  on  statistics. 

This  mandate  was  made  in  an  effort  to  ensure  that  taxpayers 
would  be  treated  fairly  by  the  Internal  Revenue  Service  so  as  to 
curtail  the  IRS  from  being  overly  zealous  in  their  collection  activ- 
ity. 

However,  our  office  has  taken  to  disregarding  this  policy  and  has 
unfairly  targeted  long-term,  good  employees  in  an  effort  to  moti- 
vate others  into  making  more  seizures. 

We  are  told  that  if  we  are  to  justify  our  jobs,  we  must  prove  that 
we  are  willing  to  take  strong  enforcement  action. 

I would  like  to  point  out  to  you  that  my  evaluations  over  the 
years  have  always  been  very  high. 

I am  considered  to  be  one  of  the  most  effective  collection  officers 
in  my  district. 

However,  I find  it  disturbing  to  learn  that  even  though  I collect 
more  money  with  a substantially  high  number  of  my  cases  paying 
in  full  that  I am  now  evaluated  on  my  number  of  seizures  rather 
than  my  overall  effectiveness. 

The  message  we  are  receiving  from  upper  management  is  let’s 
take  the  action  that  will  get  us  noticed.  Don’t  worry  about  whether 
it’s  the  right  thing  to  do  or  not. 

Many  other  issues  have  come  to  my  attention  over  the  course  of 
time  that  have  created  a threatening  environment  for  myself  and 
many  other  employees. 

Examples  of  these  issues  are:  managers  are  targeted  for  termi- 
nation on  the  basis  of  who  their  friends  are. 

Statistics  are  manipulated  to  make  it  appear  that  our  office  is 
producing  much  higher  statistics  than  what  is  factual. 


156 


157 


Selected  employees  are  encouraged  to  file  EEO  complaints  on  the 
basis  of  trumped  up  charges  with  the  promise  that  their  claim  will 
be  settled  so  they  can  then  be  promoted  unfairly  without  having  to 
compete  for  the  job  against  more  qualified  employees. 

Revenue  officers  have  been  directed  to  release  seized  assets  be- 
cause management  personally  feels  indebted  to  the  taxpayer’s  rep- 
resentative, a former  IRS  employee  and  a friend  of  management. 

The  list  of  code  and  ethics  violations  is  too  long  and  cumbersome 
for  me  to  further  elaborate  on  at  this  time. 

I will  be  happy  to  provide  the  committee  with  further  docu- 
mentation and  information  under  proper  disclosure  guidelines. 
However,  I am  willing  to  answer  any  questions  you  may  have. 

I am  not  revealing  my  identity  here  today  for  fear  I would  run 
the  risk  of  retaliation,  not  only  for  myself,  but  for  my  colleagues 
with  whom  I work. 

However,  I am  thankful  that  you  permitted  me  this  opportunity 
to  come  before  you  to  make  my  concerns  for  the  agency  known  to 
you. 

If  I did  not  believe  in  this  agency,  I would  not  have  dedicated 
many  years  of  my  life  working  for  it. 

However,  motivation  to  execute  one’s  responsibility  should  not  be 
based  on  statistics  at  the  expense  of  quality,  nor  should  motivation 
be  based  on  unfair  competition  among  colleagues  for  promotion,  nor 
for  any  other  reason  I sadly  offered  to  you  today. 

I hope  you  can  bring  integrity  back  to  the  IRS  and  allow  the  good 
and  ethical  employees  to  do  their  jobs  well  while  serving  the  Amer- 
ican taxpayers  with  a fairness  they  deserve. 

You  have  an  opportunity  to  take  an  action  which  would  improve 
the  integrity  of  the  Service,  relieve  stress  on  employees  who  are  al- 
ready in  a position  classified  as  one  of  the  most  stressful  in  the 
country,  provide  for  more  fair  and  equitable  treatment  of  the  tax- 
paying  public,  while  encouraging  more  efficient  collection  of  out- 
standing taxes  to  support  our  country. 

I thank  you  for  your  efforts  to  address  this  issue. 

The  Chairman.  Thank  you  for  your  testimony. 

Again,  we  are  much  concerned  and  interested  in  ensuring  the 
employees  of  IRS  of  working  in  a fair  and  equitable  environment. 

[The  prepared  statement  of  Witness  No.  5 appears  in  the  appen- 
dix.] 

The  Chairman.  Finally,  it  is  my  pleasure  to  call  on  Witness  No. 

6. 

STATEMENT  OF  WITNESS  NO.  6 

WITNESS  No.  6.  Mr.  Chairman  and  honorable  members  of  this 
committee,  I thank  this  committee  for  the  light  of  day  it  is  attempt- 
ing to  shed  at  the  IRS. 

I am  a Criminal  Investigator  in  the  Inspection  Division  of  the 
IRS  which  is  responsible  for  investigating  among  other  things  alle- 
gations of  IRS  employee  misconduct  and  responding  to  and  inves- 
tigating threats  and  assaults  perpetrated  against  IRS  employees. 

I have  over  24  years  of  law  enforcement  experience.  I am  appear- 
ing here  today  at  great  personal  risk  to  my  career  with  the  IRS. 

But  given  the  current  climate  in  the  IRS,  I feel  a need  to  bring 
to  light  and  express  my  concerns. 


I have  personally  seen  how  vindictive  IRS  management  can  be 
in  retaliating  against  those  who  express  conflicting  opinions,  dif- 
ferent to  their  own  or  do  not  conform  and  blindly  follow  and  agree 
with  the  corporate  mentality  and  attitude. 

I know  only  too  well  how  IRS  management  has  tried  to  kill  the 
messenger  while  ignoring  the  message. 

I am  not  here  today  to  hurt  or  bash  this  agency  or  the  vast  ma- 
jority of  hard  working,  dedicated,  career  public  servants  who  staff 
IRS  services  and  serve  the  public  well. 

But  I have  seen  the  efforts  by  IRS  management  to  try  and  heal 
itself.  And  they  are  just  window  dressing  to  appease  you  in  Con- 
gress, while  behind  the  shield  of  taxpayer  secrecy,  they  shun  public 
accountability  and  oversight.  And  so  it’s  business  as  usual. 

The  IRS  and  the  public  need  and  deserve  no  less  than  a strong 
independent,  fully  staffed  and  fully  funded  inspection  division,  able 
to  carry  out  its  investigative  mission  independent  of  interference  or 
manipulation,  subtle  or  otherwise,  from  within  or  without. 

A track  record  of  falsehood  and  misrepresentation,  poor  or  non- 
existing communication,  and  a service-wide  distrust  of  manage- 
ment has  taken  its  toll  in  the  IRS  and  perpetuates  from  the  top 
down. 

The  current  atmosphere  of  impunity  or  arrogance  and  indiffer- 
ence, three  generations  of  nationwide  surveys  of  IRS  employees 
bears  this  out. 

For  example,  during  IRS  all  manager  training  conducted  in  the 
late  1980’s,  one  of  the  blocks  of  instructions  dealing  with  employees 
stated  that  it  was  acceptable  and  permissible  to  lie  or  mislead  as 
long  as  it  accomplished  the  goals  and  missions  of  the  agency. 

This  was  told  to  me  by  a former  manager  who  attended  this 
training  and  could  not  believe  the  IRS  condoned  and  instructed  its 
managers  to  do  this. 

He  very  vocally  questioned  the  ethics  and  appearance  of  such  a 
course  of  action.  And  subsequently,  his  position  with  the  IRS,  coin- 
cidentally or  not,  was  later  eliminated  in  one  of  the  IRS’  reorga- 
nizations. 

These  reorganizations  did  no  more  than  change  job  titles  and  up- 
grade middle  and  first-line  managers’  salary  levels. 

It  did  nothing  to  improve  conditions  or  staffing  for  the  field 
agents. 

The  current  proposed  office  closures  and  RIFS  being  proposed  for 
field  personnel  with  Inspection  are  in  stark  contrast  to  the  appar- 
ently super  human,  gerrymandering  efforts  employed  to  retain  dis- 
placed inspection  managers’  positions  whose  positions  were  abol- 
ished in  the  1992  and  1995  reorganization  and  restructuring. 

Ad  hoc  and  previously  nonexisting  positions  were  created,  as  well 
as  extended,  long-term  acting  assignments  on  full  per  diem  as  gold- 
en parachutes  to  reward  these  managers  when  viable  candidates 
existed  to  immediately  fill  any  vacancies  without  undue  taxpayer 
expense. 

No  such  efforts  or  special  dispensation  is  now  being  offered  for 
field  personnel  who  since  February  have  been  put  on  notice  that 
their  positions  are  targeted  for  elimination  and  their  offices  being 
shut  down. 
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With  the  closure  of  these  offices,  the  nearest  investigator  could 
be  hundreds  of  miles  or  states  away. 

Three  members  of  this  committee  are  having  Inspection  offices  in 
their  areas  closed  or  severely  gutted,  losing  valuable  liaison  with 
local  law  enforcement  and  other  Federal  law  enforcement  agencies. 

Criminal  investigations  cannot  be  conducted  in  the  same  meth- 
odology and  goals  as  audits.  In  criminal  investigations,  many  fac- 
tors outside  the  agent’s  control  dictate  and  affect — I’m  sorry.  I’ve 
missed  a page. 

A track  record  of  falsehood— in  criminal  investigations,  many  fac- 
tors outside  the  agent’s  control  dictate  and  affect  duration  and 
scope  of  the  investigative  process,  such  as  the  availability  of  wit- 
nesses, documents,  the  United  States  attorney’s  office,  vacations, 
training,  etcetera. 

By  ascribing  artificial  time  constraint  to  criminal  investigations 
as  is  now  the  practice  has  a chilling  effect  on  creativity  and  depth 
of  an  investigation  and  sends  out  the  message  to  the  investigator 
to  open  and  close  cases  as  soon  as  possible. 

The  message  received  by  the  investigator  is  that  quality  is  sac- 
rificed for  quantity,  numbers,  and  stats. 

The  attitude  is  “big  cases,  big  problems,  little  cases,  little  prob- 
lems.” This  atmospheres  fosters  mediocrity. 

For  example,  in  a long-term  investigation,  a manager  told  the 
case  agent  to  close  out  the  current  case  and  reopen  it  with  a new 
case  number  so  it  wouldn’t  hurt  the  group  or  the  region  average 
and  get  it  off  the  over-age  case  list. 

Senior  special  agents  in  the  Criminal  Investigation  Division  have 
told  me  that  CID  management  encourages  and  emphasizes  opening 
and  closing  traditional  tax  cases  what  they  refer  to  as  “mom  and 
pop”  cases  which  are  easy  stats  and  can  be  opened  and  closed 
quickly  in  order  to  bolster  CID’s  open  case  day’s  average  and  num- 
bers rather  than  investing  time  in  the  large  cases  which  require 
more  time  and  resources  to  prove. 

Big  cases  are  often  put  off  or  overlooked  in  deference  to  small, 
quick  ones. 

The  agents  complain  that  their  experience  and  expertise  is  being 
wasted  in  playing  this  statistics  game. 

And  many  become  frustrated  with  this  bean  counter  mentality 
and  leave  the  Service  for  more  traditional,  Federal  law  enforcement 
jobs.  The  tail  is  wagging  the  dog. 

Morale  among  inspection  and  CID  investigators  is  at  its  worse 
level  I have  ever  experienced  in  my  24  years  in  law  enforcement. 

Inspection  is  losing  trained,  veteran  investigators  who  are  frus- 
trated and  disgusted  and  not  waiting  around  for  the  RIF  hammer 
to  fall  again  at  the  same  time  that  managers’  jobs  are  being  insu- 
lated and  protected  and  are  taking  positions  in  other  law  enforce- 
ment agencies. 

Ironically,  the  Inspection  Service  will  probably  have  to  hire  and 
train  at  great  expense  new  investigators  to  replace  those  who  have 
left  or  are  riffed  at  a cost  to  taxpayers  far  greater  than  retaining 
experience  personnel  and  keeping  field  offices  open  to  provide  serv- 
ice to  IRS  employees  and  the  public. 


Another  issue  is  the  independence  of  Inspection  from  IRS  man- 
agement. The  Inspection  Division’s  budget  is  directly  controlled  by 
IRS. 

By  depleting  or  denying  budget  dollars,  subtle  limitations  are 
placed  on  who  and  what  is  investigated,  as  well  as  what  resources 
we  get. 

To  give  you  an  example,  the  last  2 months,  August  and  Septem- 
ber, field  investigators  have  been  told  there  are  no  travel  funds  to 
perform  investigations  that  require  overnight  travel. 

Yet,  not  a week  ago,  all  inspection  managers  met  in  a resort  in 
St.  Simon’s  Island  for  one  week  at  great  taxpayer  expense. 

Field  agents  believe  that  Inspection  management  is  too  close  and 
cozy  with  IRS  management  to  effectively  investigate  without  subtle 
interference  or  pressure  or  the  potential  for  compromising  an  inves- 
tigation. 

Investigation  into  allegations  of  misconduct  by  IRS  management 
or  a union  official  are  not  encouraged  or  pursued.  Management 
takes  care  of  management. 

By  detaching  the  Inspection  Division’s  criminal  investigative 
function,  Internal  Security,  from  Internal  Audit  and  realigning  our 
function  either  under  the  Treasury  Office  of  Inspector  General  or 
the  Office  of  the  Under  Secretary  of  the  Treasury  for  Enforcement 
or  by  remaining  within  IRS,  but  reporting  to  an  independent  board 
and  permanently  fencing  our  budget,  this  trend  can  be  reversed. 

An  example  of  this  manipulation  was  related  to  me  about  an  IRS 
commissioner  who  did  not  get  the  desired  answer  from  inspection 
last  year  and  retaliated  by  threatening  to  cut  the  funding  for  In- 
spection’s forensic  crime  laboratory. 

At  a time  when  most  other  Federal  law  enforcement  agencies  are 
expanding,  why  then  IRS  Inspection  one  of  the  only  Federal  law 
enforcement  agencies  downsizing,  closing  field  offices,  and  propos- 
ing RIFS? 

This  is  especially  troubling  to  the  field  personnel  when  case  loads 
are  increasing.  Militia  and  tax  protester  activity  is  at  a violent,  all- 
time  high. 

And  new,  anti-browsing  legislation,  out-sourcing  of  IRS  functions, 
and  credit  card  tax  payments  promise  to  generate  additional  work 
load  nationwide. 

A recent  Chief  Inspector’s  memo  reports  that  although  fiscal  year 
98  budget  funds  1,214  full-time  positions,  Inspections  is  still  plan- 
ning to  close  field  offices  and  do  a RIF  to  get  down  to  1,150  FTEs. 

In  fiscal  year  99,  this  figure  goes  down  to  1,035.  This  is  directly 
due  to  IRS  rating  the  Inspection  budget  to  bolster  and  support  the 
failed  TSM  Project  and  Year  2000  Project. 

In  a conversation  with  a member  of  Congress,  it  was  his  opinion 
that  Congress’  mandate  to  the  IRS  was  to  streamline  its  bloated 
management  structure,  not  reducing  service  to  the  public  by  reduc- 
ing field  positions  and  closing  IRS  field  offices. 

The  proposed  Inspection  restructuring  targets  only  experienced 
field  personnel  positions,  while  only  one  management  position  in 
the  entire  Nation  is  slated  for  elimination. 

The  field  investigators  ask,  how  can  105  field  investigator  posi- 
tions be  eliminated  without  a corresponding  reduction  of  manage- 
ment positions? 
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This  was  simply  accomplished  by  adjusting  the  span  of  control  in 
order  to  jealously  horde  and  retain  Inspection  management  posi- 
tions at  the  expense  of  field  personnel  and  offices  and  service  to  the 
public. 

The  issues  which  this  committee  and  the  public  find  most  dis- 
tressing are  the  very  focus  of  the  Inspection  Division:  unauthorized 
browsing  and  disclosure  of  taxpayer  information  and  egregious  mis- 
conduct by  IRS  employees. 

A reduction  of  field  investigator  personnel  can  only  negatively 
impact  the  IRS’  ability  to  combat  these  problems. 

An  atmosphere  of  lack  of  consequences  and  non-accountability 
contributes  to  escalating  or  instigating  many  of  the  threats,  as- 
saults, resistance,  and  lack  of  cooperation  experienced  by  many  IRS 
employees  in  their  interaction  with  the  public. 

I do  not  tolerate  or  condone  resorting  to  the  use  of  threats  or  vio- 
lence directed  towards  any  government  employee  who  is  doing  the 
job  we  citizens  empower  them  to  do. 

However,  I have  an  understanding  on  how  someone  can  be  driv- 
en to  the  edge  with  feelings  of  anger  and  frustration  and  hopeless- 
ness when  trying  to  deal  with  inflexible,  indifferent,  impersonal  bu- 
reaucracy. 

As  an  IRS  employee,  I’ve  experienced  some  of  these  frustrations. 
I have  observed  a lack  of  “meet  and  greet”  skills  necessary  for  deal- 
ing with  the  public. 

I have  observed  little  or  no  accountability  for  misconduct,  for 
mistakes,  and/or  errors  whether  innocent  or  intentional. 

And  seldom,  if  ever,  does  the  IRS  or  the  responsible  employee 
apologize  to  the  taxpayer  for  errors  that  are  the  fault  of  the  IRS, 
thus,  again  displaying  an  attitude  to  the  citizen  of  aloof  indiffer- 
ence or  plain  arrogance. 

Only  recently,  with  all  the  media  attention  and  scrutiny  have  I 
heard  an  IRS  employee  apologize  for  a mistake. 

Most  of  the  complaints  from  taxpayers  regarding  abuse  or  mis- 
conduct on  the  part  of  IRS  employees  do  not  arise  to  the  level  of 
criminality  or  egregiousness  at  which  my  section  would  normally 
get  involved. 

Such  cases  should  be  swiftly  handled  by  the  management  of  the 
involved  employee. 

However,  a desire  to  look  good  and  meet  dollar  and  time  ratio 
goals  and  a lack  of  resolve  and  initiative  by  management  create  dif- 
ficulty in  disciplining  abusive  employees  beyond  much  more  than 
a reprimand  or  a slap  on  the  wrist. 

Inspection  is  many  times  used  as  a tool  by  local  IRS  manage- 
ment to  get  a troublesome  employee,  relieving  that  employee’s 
manager  of  their  responsibility  of  having  to  deal  with  this  em- 
ployee. 

This  another  example  of  the  bedfellows,  cozy  relationship  be- 
tween Inspection  management  and  local  IRS  management  and  ap- 
pearances of  the  lack  of  independence. 

Mr.  Chairman,  I thank  you  for  the  opportunity  to  testify  before 
you  today.  As  employees,  we  are  the  IRS. 

And  unless  you  get  views  and  input  from  the  field,  relying  en- 
tirely upon  information  supplied  from  1111  Constitution,  you  can- 


not possibly  get  a true  picture  of  the  problems  or  atmosphere  that 
exists  and  what  needs  to  be  changed. 

I am  grateful  that  you  sought  out  the  feelings,  opinions,  and  ex- 
perience of  the  field  personnel  for  this  hearing. 

As  I stated  when  I began,  it  is  not  my  desire  to  injure  the  IRS 
in  any  way. 

However,  for  the  record,  I am  not  a disgruntled  or  bitter  em- 
ployee, but  rather  by  informing  you  of  some  of  the  problems  that 
exist,  you  and  this  committee  hopefully  will  provide  the  IRS  with 
the  necessary  tools,  means,  and  much  more  importantly  the  moti- 
vation to  correct  them. 

Thank  you. 

The  Chairman.  Thank  you  for  being  here  today. 

[The  prepared  statement  of  Witness  6 appears  in  the  appendix.] 

The  Chairman.  I think  we  have  a good  cross  section  of  the  agen- 
cy and  number  of  witnesses  from  different  regions. 

The  one  thing  that  is  impressive  is  the  number  of  years  that 
each  of  you  have  served  with  the  government. 

I would  first  like  to  ask  each  of  you  some  general  questions.  And 
then,  I have  a few  individual  questions  that  I will  propose. 

I would  say  to  the  members  of  the  committee,  when  you  direct 
a question  to  a particular  witness,  will  you  please  make  it  clear  so 
that  those  behind  the  screen  know  who’s  being  questioned. 

My  first  question  is,  how  prevalent  is  the  use  of  retaliation  by 
the  IRS  against  its  employees? 

Witness  No.  1. 

WITNESS  NO.  1.  Senator,  I’ve  been  gone  quite  a long  time.  And 
I don’t  know  what  they’re  doing  on  the  inside  at  this  point. 

The  Chairman.  Okay.  No.  2. 

Witness  No.  2. 1 would  say  very. 

The  Chairman.  Very? 

Witness  No.  2.  Very  prevalent. 

The  Chairman.  Witness  No.  3. 

Witness  No.  3.  It  is  almost  a knee-jerk  reaction. 

The  Chairman.  Witness  No.  4. 

Witness  No.  4.  It’s  very  prevalent. 

The  Chairman.  No.  5.  Do  you  want  to  pass  that  other  one  down 
so  the  three  of  you  can  use  it? 

WITNESS  No.  5.  The  retaliation  that  occurs  in  our  office  is  almost 
on  a daily  basis,  depending  upon  your  individual  relationship  with 
upper  management. 

The  Chairman.  Witness  No.  6. 

Witness  No.  6.  It  is  very  prevalent.  And  it  depends  on  whether 
you’re  liked  by  management. 

I would  like  to  just  read  you  a short  paragraph  from  the  Treas- 
ury Inspector  General’s  Semi-Annual  Report  that  was  just  issued 
recently. 

“At  the  request  of  the  former  Under  Secretary  for  Enforcement, 
the  Office  of  Inspector  General,  Office  of  Oversight  initiated  a re- 
view of  allegations  involving  the  IRS  Mid-Atlantic  Region,  Office  of 
Internal  Security.  The  allegations  concern  possible  unethical,  un- 
professional discriminatory  practices  by  management  officials.  The 
complainant  also  maintained  that  he  had  been  fired  in  retaliation 
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for  reporting  the  allegations.  The  review  disclosed  there  was  merit 
to  these  allegations.” 

That  is  very  prevalent,  sir. 

The  Chairman.  My  next  question  is,  how  widespread  is  the  use 
of  goals,  quotas,  and  statistics  for  the  evaluation  of  IRS  employees? 

And  let  me  further  ask  the  question,  how  does  the  use  of  statis- 
tics adversely  affect  the  taxpayer? 

Witness  No.  1. 

Witness  No.  1.  It  appears  that  statistics  have  become  very  im- 
portant based  on  the  fact  that  we  see  more  and  more  levies  and 
seizures  made  that  should  not  have  been  made  and  the  numbers 
of  releases  of  those  levies  and  seizures  that  we  are  pushed  into  ask- 
ing the  IRS  for. 

So  there’s  got  to  be  pressure  coming  from  somewhere  just  to 
achieve  these  statistics. 

It  hurts  the  taxpayers  across  the  board,  as  I said,  on  a daily 
basis.  I literally  see  taxpayer  abuse  by  levies  and  seizures  on  a 
daily  or  weekly  basis. 

The  Chairman.  Witness  No.  2. 

Witness  No.  2.  We’re  driven  by  numbers.  And  it’s  picked  up  over 
the  last  couple  of  years.  Our  evaluations  are  directly  tied  in. 

It  adversely  affects  the  public  in  general  because  our  evaluation 
equates  to  money  awards,  and  pats  on  the  backs. 

The  average  employee  tries  to  do  his  job  well.  The  carrot  is  stuck 
out  there.  Here  is  what  you  have  to  do  to  get  the  carrot.  Go,  get 
it. 

And  it  puts  an  extra  dollar  in  their  pocket  or  an  extra  award  and 
recognition.  If  you’re  doing  good,  your  manager  has  a hands-off  ap- 
proach in  managing  you. 

So  for  the  most  part,  you  try  to  give  them  what  they  want. 

The  Chairman.  No.  3. 

Witness  No.  3.  Not  long  after  I came  to  work,  the  Service  estab- 
lished a policy  that  said  that  you  would  not  use  production  statis- 
tics to  evaluate  employees. 

And  I think  it  was  in  1972 — 62.  That  was  routinely  ignored. 

When  they  passed  the  Taxpayer  Bill  of  Rights  I,  I remember  how 
it  was  introduced  at  the  meeting  that  we  had.  The  branch  chief 
said  it  was  not  as  bad  as  it  could  have  been. 

The  written  material  put  out  by  the  National  Office  stated  that 
under  the  new  Taxpayer  Bill  of  Rights,  this  is  the  first  one,  there 
would  not  even  be  a suggestion  to  first-line  managers  or  their  em- 
ployees about  statistics  and  production  statistics,  number  of  sei- 
zures and  what  have  you. 

And  they  are  very  careful  to  keep  it  out  of  the  record.  You  will 
not  find  them  writing  down  in  an  evaluation  that  you  did  so  many 
seizures,  that  you  collected  so  much  money. 

It’s  done  on  a one-to-one  basis.  And  all  levels  of  management 
know  who  their  best  producers  are. 

Some  of  these  best  producers  are  good  people. 

Some  of  them  are  the  people  we  are  having  trouble  with.  They 
make  too  many  seizures.  They  are  what  we  call  cowboys.  And  you 
just  have  trouble  with  some  of  them. 

As  to  the  effect  on  taxpayers,  it  can  be  devastating.  I mean,  you 
take  away  their  homes,  their  cars,  and  their  jobs. 


But  it  also  has  an  effect  on  the  government.  The  revenue  t. 
government  collects  because — while  this  is  not  exactly  taxpaye. 
abuse,  except  in  that  it  treats  taxpayers  in  a disparate  manner,  the 
pressure  for  statistics  leads  to  lots  of  accounts  being  written  off  as 
uncollectible.  That  means  you  don’t  get  any  money. 

But  writing  off  the  account  as  uncollectible  gets  the  revenue  offi- 
cer, the  collection  officer  just  as  much  credit  as  if  he  had  collected 
it. 

The  Chairman.  Witness  No.  4. 

Witness  No.  4.  Numbers  are  extremely  important.  It  really 
doesn  t matter  how  you  close  the  case,  whether  it’s  a full  pay  or 
whether  you  simply  write  it  off.  What  matters  is  that  you  close  the 
case. 

I know  at  group  meetings,  we  are  regularly  given  a sheet  which 
shows  the  statistics  in  all  the  different  areas. 

And  they  are  broken  down  by  groups  throughout  the  different 
states  in  our  district. 

And  notes  are  written  in  the  margin  by  the  branch  chief  where 
they  say,  “very  good,”  or  “needs  improvement.” 

But  they  are  constantly  comparing  one  group  to  the  other  group 
and  one  employee  to  another  employee. 

This  type  of  behavior  leads  to  very  reckless  collection  practices. 
And  so  therefore,  the  taxpayers  are  adversely  affected. 

The  Chairman.  No.  5. 

Witness  No.  5.  Senator,  in  my  office,  seizures  are  looked  at  as 
being  all  important  for  a revenue  officer  in  order  to  prove  their 
value  to  the  Service. 

As  a result,  the  taxpayer  suffers  from  a heavy  hand  that  is  often 
unnecessary.  We  have  premature  seizures. 

We  are  instructed  that  even  if  we’re  aware  that  the  taxpayer  will 
pay  us  in  full  within  a short  time  and  they  have  an  asset  that  has 
sufficient  equity,  we  are  to  go  out,  seize  that  asset,  and  demand 
payment  at  that  time,  following  seizure,  not  before,  in  order  to  en- 
sure that  we  secure  a statistic  to  increase  our  report  of  number  of 
seizures  for  our  district. 

The  Chairman.  Witness  No.  6. 

Witness  No.  6.  Again,  statistics  are  what  drive  the  organization. 
The  tail  wags  the  dog,  Senator. 

We  are  very  well  made  aware  of  what  our  statistics  individually, 
not  as  a group  or  as  a region. 

We  are  told  how  many  products  are  produced  per  FTE.  We  are 
also  in  our  evaluation  told  how  many  cases  you  open,  how  many 
cases  you  close,  and  how  many  arrests  you’ve  made. 

And  you  cannot  be  fully  successful  unless  you  have  made  an  ar- 
rest. 

As  far  as  how  does  this  impact  the  taxpayer,  quantity  is  being 
sacrificed  for  quality. 

The  Chairman.  Let  me  ask  you  this  question,  can  the  problems 
that  you  have  addressed  in  your  testimony  be  resolved  simply  with 
a more  modem  or  sophisticated  computer  system? 

Witness  No.  1. 

Witness  No.  1.  I can’t  see  how  a computer  system  is  going  to 
help. 

The  Chairman.  Pull  the  microphone  closer,  please. 
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WITNESS  No.  1.  I don’t  know  how  a new  computer  system  is 
going  to  help  teach  IRS  employees  how  to  treat  the  taxpaying  pub- 
lic. 

The  Chairman.  No.  2. 

Witness  No.  2.  The  only  way  that  can  help  would  be  if  it  was 
such  a simple  tax  system  where  there  would  be  no  discretion  or 
subjectivity.  . 

You  would  send  the  form  in.  It  would  be  scanned  in.  The  com- 
puter would  compute  the  tax.  And  you  would  pay  it. 

Once  you  interject  a subjectivity  and  somebody  reviewing,  that 
computer  is  only  as  good  as  how  somebody  is  going  to  interrupt  the 
results. 

The  Chairman.  No.  3. 

Witness  No.  3.  With  respect  to  browsing,  a better  computer  sys- 
tem or  reprogramming  of  the  current  system  could  help  out  if  by 
the  simple  expedient  of  programming  the  equipment  so  that  people 
could  not  pull  up  accounts,  except  those  that  were  assigned  to 
them. 

The  other  problems  are  going  to  have  to  be  taken  care  of  by  more 
supervision,  better  supervision. 

I did  not  say  more  supervisors.  We  need  more  supervision. 

The  Chairman.  No.  4. 

Witness  No.  4.  I believe  that  the  problem  starts  with  manage- 
ment at  the  very  top.  I believe  we  need  a complete  overhaul  of 
managers.  We  need  a new  way  of  selecting  our  managers. 

Right  now,  if  you  don’t  follow  the  program,  if  you’re  not  a num- 
bers person,  it  just  really  doesn’t  matter.  They  don’t  want  you  as 
a manager. 

So  I think  the  problem  starts  with  management. 

The  Chairman.  No.  5. 

Witness  No.  5.  The  current  computer  system  is  very  antiquated 
and  behind  the  times,  resulting  in  burdensome — -a  very"  burden- 
some  process  for  the  revenue  officer  to  conduct  their  functions  and 
their  responsibilities  and  carry  out  their  jobs. 

How — whether  or  not  a new  computer  system  would  help  us  to 
dearmore  fairly  with  the  taxDaversT  n^.  that_vrouId  not  impact  the 
taxpayers  in  that  wav  whatsoever.  other~fhan  It  would  free  up  a 
lor  more  time  perTomcer  or  agent  to  individually  help  taxpayers 
when  thev-are  raced  "with  &.tax.  problem  that  requires  a lot  of  time, 
to  look  into  and  correct. 

As  it  stands,  right  now,  we  are  so  pressed  to  turn  numbers  that 
when  we  deal  with  a complex  issue,  we  tend  to  just  move  it  aside 
and  tell  ourselves  we  will  get  to  it  later  and  never  have  the  time. 
The  Chairman.  No.  6. 

Witness  No.  6.  The  current  computer  system  that’s  in  place  is 
so  antiquated  as  almost  to  obviate  its  use. 

The  only  advantage  to  a new  computer  system  would  be  to  give 
the  employee  that’s  dealing  with  the  taxpayer  more  updated  infor- 
mation on  the  person  he’s  dealing  with.  And  that  does  cause  prob- 
lems currently. 

But  as  far  as  would  that  solve  the  problems,  no,  sir. 

The  Chairman.  I would  like  to  ask  Witness  No.  1,  have  you  ever 
witnessed  situations  where  a revenue  officer  has  played  on  the  tax- 


payer’s fear  to  collect  revenues  that  were  not  owed?  Is  this  com- 
mon? 

Witness  No.  1.  I don’t  see  as  it  common,  but  I’ve  seen  it  done, 
yes. 

The  Chairman.  With  any  regularity  or  just  very  rarely? 

Witness  No.  1.  Not  to  collect  taxes  that  are  not  owed. 

The  Chairman.  Why  do  you  believe  that  revenue  officers  often 
feel  most  taxpayers  are  trying  to  cheat  the  government? 

And  how  does  that  attitude  by  the  revenue  officers  translate  to 
treatment  of  taxpayers? 

No.  1. 

WITNESS  No.  1.  It’s  taught  in  training  when  the  revenue  officers 
are  first  trained.  And  then,  it’s  fostered  by  management  throughout 
the  system. 

The  result  is  that  this  attitude  treats — forces  revenue  officers  to 
treat  all  taxpayers  alike. 

They  are  not  looking  at  a taxpayer’s  individual  financial  situa- 
tion. It  seems  like  every  revenue  officer  I deal  with  thinks  that 
every  taxpayer  is  hiding  a small  fortune.  And  it’s  ridiculous. 

It  doesn’t  take  a brain  surgeon  to  see  when  a taxpayer  is  in  fi- 
nancial hardship. 

The  Chairman.  Witness  No.  2,  in  your  statement,  you  spoke 
about  IRS  management  impeding  internal  investigations  of  employ- 
ees. 

Have  you  ever  personally  experienced  IRS  superiors  interfering 
or  attempting  to  stop  an  internal  investigation  while  you  were  in- 
vestigating internal  violations  within  the  IRS? 

Witness  No.  2.  Yes,  I have  one  of  two  ways.  One  way  would  be 
when  Internal  Security  management  goes  to  the  district  and  asks 
the  district,  should  we — here  are  the  allegations.  Here  is  what  we 
have.  Do  you  want  us  to  continue  looking  into  this? 

And  the  district  management  says,  no,  let’s  let  it  drop.  And  we’re 
told — I’m  told  to  let  it  drop. 

The  other  way  is  when  my  management  would  go  to  district 
management  to  notify  them  of  an  ongoing  case. 

And  before  I know  it,  the  employee  being  investigated  knows 
about  the  investigation. 

And  they  take  various  steps.  If  it’s  an  ongoing  violation  they’re 
doing,  they  stop  if  they  have  any  smarts  or  they  are  able  to  cover 
up  what  they’ve  done  at  times. 

So  the  answer  is,  yes.  And  it’s  not  only  against  employees.  We’ve 
been — it’s  happened  where  we’ve  have  criminal  allegations  against 
managers  and  union  officials. 

The  Chairman.  Witness  No.  3,  you  talked  about  tax  data  being 
assessed  on  jurors. 

Are  you  personally  aware  of  jurors  or  government  witnesses 
being  compromised  by  IRS  employees  using  threats  of  possible  au- 
dits? 

Witness  No.  3.  No.  I’m  not  personally  aware  of  that.  The  only 
thing  I saw  was  the  access.  I don’t  know  what  it  was  used  for  or 
if  it  was  used  at  all,  except  to  satisfy  maybe  the  curiosity  about  a 
juror  or  a witness. 

The  Chairman.  Does  that  occur  often  or 

Witness  No.  3.  I’ve  seen  it  several  times. 
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The  Chairman.  Several  times  where  a— would  you  spell  it  out, 

W Witnes^NO.  3.  The  criminal  agents  would  come  to  our  Collec- 
tion Division  and  ask  the  people  to  access  accounts  They  really 
don’t  give  reasons  most  of  the  time.  They  just  give  the  taxpayers 

S°And ^orr^empbyees  Si  pXt  up  for  them.  These  people  don’t 
have  direct  access  to  the  computers  with  one  exception. 

I knew  of  one  who  did.  And  probably,  that  person  was  more  vocal 
about  what  she  was  doing  and  who  she  was  looking  up.  She  was 

3 ThTcnlmMV^wftness  No.  4,  are  you  aware  of  IRS  revenue  offi- 
cers using  false  identification  when  dealing  with  the  taxpaye  . 
Witness  No.  4.  No,  sir,  I’m  not. 

The  Chairman.  No.  5,  are  you? 

Witness  No.  5.  When  dealing  with  the  taxpayer,  no, ■ «r. 

The  Chairman.  Witness  No.  5,  you  mentioned  a list  of  code  an 
ethics  violations  that  are  too  long  to  further  elaborate  at  this  time. 
That  was  your  testimony. 

Witness  No.  5.  Yes,  sir. 

The  CHAIRMAN.  Could  you  cite  some  examples  of  such  without 

identifying  the  specific  taxpayers?  _ 

Witness  No.  5.  Yes,  sir.  I’m  sure  all  of  you  are  aware  of  the  Tax- 
payer Bill  of  Rights  2.  Under  this  bill  of  rights,  the  taxpayer  is  re- 
quired to  receive  notice  of  default  on  an  installment  if  he  has  en- 
tered into  payment  agreement  with  the  Internal  Revenue  Service 

and  then  fails  to  meet  the  terms  of  his  agreement. 

Once  the  agreement  defaults,  we  are  required  by  law  to  send  him 
a notice  of  the  default  prior  to  taking  enforcement  action. 

However,  in  our  district,  we  were  instructed  by  our  division  chief 
that  he  was  going  to  waive  this  mandate.  , , , , 

We  were  to  ask  taxpayers  upfront  at  the  signing  of  the  payment 
agreement  to  sign  a waiver,  waiving  their  right  to  this  notice  in  the 

event  that  their  installment  agreement  defaulted. 

As  a result,  we  could  then  take  immediate  enforcement  action 

without  notice  to  them.  f 

This  was  often  unfair  to  a taxpayer  who  subsequently  failed  to 
get  his  payment  correctly  applied  or  had  a subsequent  assessment 
that  had  been  pending  and  was  meant  to  be  included  in  the  pay- 

mit  woffiTSeate  a default  of  the  installment  agreement.  And  then, 
we  would  go  out  and  enforce  without  justification. 

The  Chairman.  Finally,  I would  like  to  ask  you.  Witness  No.  6, 
we  have  heard  from  another  witness  that  the  IRS  will  target  what 

it  determines  to  be  a vulnerable  taxpayer.  . . - , , TRq 

You’ve  stated  that  the  Criminal  Investigation  Division  of  the  1Kb 
will  pursue  taxpayer  cases  that  are  pursued  to  be  easy  hits  in  order 

to  bolster  its  numbers.  , ,,  . _ 

Are  the  smaller  cases  generally  considered  easy  because  the  tax- 
payers are  less  able  to  defend  themselves?  ..  . .• 

Witness  No.  6.  Senators,  they  have  less  resources  at  their  dis- 
posal as  far  as  attorneys  or  accountants.  And  they  are  intimidated 
by  the  IRS. 


And  for  this  reason,  those  cases  are  opened  and  closed  quicker. 
And  they  are  able  to  bring  days  open  average  way  down. 

Agents  told  them  that  if  a case  is  going  to  take  a year  or  more, 
they  don’t  even  want  them  to  pursue  them. 

The  CHAIRMAN.  My  final  question  is,  do  you  feel — Witness  No.  6, 
do  you  feel  that  by  granting  greater  independence  to  the  Inspection 
Division  and  that  by  having  it  report  only  to  the  Commissioner, 
you  could  perform  your  job  of  investigating  questionable  employee 
conduct  to  a fuller  and  fairer  degree  than  you  can  under  the 
present  arrangement? 

WITNESS  No.  6.  Well,  the  present  arrangement  is  supposedly 
that  we  report  only  to  the  Commissioner. 

But  unfortunately,  because  of  inbreeding  and  coziness  with  local 
management,  that  is  not  the  reality. 

Possibly,  by  removing  the  function  from  under  the  Commissioner 
and  either  move  it  to  the  Inspector  General  or  the  Under  Secretary 
of  the  Treasury  for  Enforcement  which  are  more  law  enforcement 
oriented,  we  could  possibly  reverse  that  coziness. 

The  CHAIRMAN:  Senator  Moynihan. 

Senator  Moynihan.  Thank  you,  Mr.  Chairman.  And  I want  to 
thank  our  witnesses  individually  and  collectively.  They  have  been 
hugely  informative. 

I find  myself  a little  puzzled  about  the  performance  of  the  Inter- 
nal Revenue  Service  over  the  last  35  years. 

And  I would  direct  my  first  question  to  Witness  No.  3 and  then 
to  anybody  who  might  want  to  add  to  it. 

You  mentioned,  sir,  that  you  became  a revenue  officer  over  35 
years  ago,  having  begun  your  career  at  the  IRS  when  John  F.  Ken- 
nedy was  President. 

And  at  that  time,  I was  in  the  Labor  Department.  And  we  had 
a — there  was  a big  issue  in  the  labor  field  which  was  automation. 
Would  automation  put  everybody  out  of  work? 

And  we  were  beginning  to  see  computers  down  here  on  Penn- 
sylvania Avenue.  The  IBM  Company,  IBM  had  a little  street  level 
display  of  what  you  could  do  with  these  things. 

Now,  in  1962,  there  were  60,000  employees  in  the  IRS.  And 
today,  there  are  102,000  which  is  an  increase  of  70  percent. 

In  that  time,  our  population  has  only  increased  43  percent. 

And  yet  in  1962,  I would  say  to  my  friends  on  the  committee  and 
colleagues,  it’s  pretty  serious.  I think  this  is  a subject  we  need  to 
get  an  answer  to. 

In  1962,  97  percent  of  taxes  were  paid  voluntarily  by  self-as- 
sessed taxpayers,  almost  perfect  compliance. 

Today,  it’s  83  percent.  That’s  not  very — that’s  good,  but  not  very 
good.  It  sounds  to  me  like  the  French  might  come  up  with  some- 
thing like  that. 

And  yet,  we’ve 

Senator  Conrad.  Voluntary  compliance  in  some  countries  is 
about  40  percent. 

Senator  Moynihan.  Okay.  It  says  that  you  would  know  better. 

Somewhere  maybe  between  where  the  French  are  and  where  we 
were.  And  we’re  heading  back  in  the  French  direction. 

And  yet,  the  number  of  employees  has  increased.  The  computers 
have  come  on-line. 


168 


169 


Could  you  help?  Do  you  have  a sense  of  why  this  might  have 
happened,  why  compliance  has  dropped  even  as  employees  have  in- 
creased very  considerably?  , 

Witness  No.  3.  I do,  yes.  We  know  more  about  the  public  and 
taxpayers  now  than  we  did  in  1962.  We  have  a lot  more  informa- 
tion documents.  , . „ , ■ . 

And  even  in  1962,  they  processed  very  few  information  docu- 
ments, if  they  got  it,  if  any  at  all.  That’s  the  first  year,  the  62  year 

that  we  went  on  the  computer.  . . , , , , f • 

So  we  find  ourselves  now  dealing  with  lots  and  lots  of  lower  in- 
come  and  low  middle  income  people  who  may  not  be 
who  may  not  have  been  complying  in  1962,  only  we  didnt  know 

abNovv,t  I don’t  know  if  that’s  the  explanation  or  not,  but  we  are 
certainly  dealing  with  lots  more  taxpayers. 

Back  then,  we  could  go  out— accounts  were  issued  for  collection 
if  the  taxpayer  owed  $10.  Now,  in  our  district,  before  an  account 
comes  out  for  full  collection,  generally,  they  can  pull  them  out. 

But  before  they  are  issued,  generally,  our  cut-off  score  is  1 believe 

^Senator  Moynihan.  You  are  saying,  sir,  that  when  you  started 
out,  the  Internal  Revenue  Service  would  go  after  a taxpayer  tor 
$10,  but  today  it  has  to  be  a much  larger  sum? 

Witness  No.  3.  It  must  be  much  larger.  Accounts  do  come  out 
for  less  than  $40,000,  but  they  have  established  what  they  call  the 
queue  for  a delinquent  account. 

And  trying  to  match  work  load  with  staffing,  then  they  hold  ac- 
counts in  the  queue.  , „ ., 

And  I don’t  think  that’s  been  good  for  either  the  Service  or  the 

taxpayer  because  their  thing  is  to  allow  these  to  sit  there. 

You  may  have  a taxpayer  who  would  have  owed  $5,000  it  you 
could  have  gotten  to  him  a quarter  or  two  after  he  became  delin- 

q But  they  let  those  accounts  sit  there,  stagnate,  grow  for  a long 
period  of  time.  When  you  go  to  contact  the  taxpayer 
Senator  Moynihan.  The  growth  is  interest  rate? 

Witness  No.  3.  It’s  more  tax.  They’ve  incurred  another  quarter, 
another  quarter,  another  quarter. 

Senator  Moynihan.  Okay. 

Witness  No.  3.  The  taxes  are  huge. 

But  we  deal — the  people  that  we  deal  with  in  collection  are  gen- 
erally people  who  are  not  capable  of  properly  managing 

They  are  not  crooks.  They  don’t  study  the  code.  They  have  no 
idea  of  our  procedures.  That’s  what  enables  the  Service  to  get  away 

with  abuses.  „ u 

Their  abuses  sometimes  are  illegal.  This  is  kind  of  oft  your  sub- 
ject, but  I heard  this  yesterday,  the  huge  assessments  that  are 
made  against  taxpayers  by  exam. 

They  will  charge  them  income  tax,  such  as  the  restaurant  owner 
you  heard  about  on  his  gross  income.  They  can  do  this  with  low 
and  middle  income  taxpayers  because  they  cannot  afford  profes- 
sional help.  „ 

And  they  are — some  of  them  are  terrified  of  the  Service.  I ve  seen 
them  where  they  are  afraid  to  open  their  mail. 


And  if  they  don’t  reply,  then  the  tax  goes  up.  It  may  never  be 
collected,  but  it  will  hang  over  their  head  encumbering  their  prop- 
erty and  their  jobs  for  years.  I’ve  had  lots  of  these  accounts. 

Senator  Moynihan.  I would  just  like  to  see  if  we  could  leave  this 
unresolved,  but  it’s  a matter  that  Senator  Kerrey  and  Senator 
Grassley  I know  would  be  concerned  with. 

Why  has  the  voluntary  compliance  rate  declined  so? 

Now,  we  just  heard  that  there  was  a time — and  it  would  appear 
from  what  you  say  is  that  taxpayers  are  being  treated  more  le- 
niently today  than  they  were  a generation  ago. 

If  $10  would  bring  you  an  IRS  action,  but  today  it  has  to  be 
5,000  or  whatever,  then  that  suggests  that  we  are  not  collecting. 
Maybe,  that’s  why  we’re  at  83  percent.  I don’t  know  the  answer. 

Mr.  Chairman,  there  is  a question.  We  have  brought  in  the  com- 
puters. We  have  almost  doubled  the  size  of  the  work  force.  And  the 
compliance  level  declined. 

Is  that  something  to  do  with  the  culture  of  the  IRS,  as  our  Wit- 
ness No.  1 said? 

Or  does  it  have  something  to  do  with  the  culture  of  the  United 
States  and  citizenry? 

I don’t  know  the  answer.  I put  the  question.  I think  our  inquiry 
should  persist  in  it.  We  will  no  doubt  ask  Mr.  Dolan. 

So  I thank  you,  sir. 

The  Chairman.  Thank  you,  Senator  Moynihan. 

Senator  Grassley. 

Senator  GRASSLEY.  I’m  going  to — I want  you  folks  to  reflect  on 
6103.  But  before  I ask  a specific  question,  I would  like  to  set  a little 
bit  of  background,  but  most  importantly  let  you  know  that  without 
your  being  here,  unlike  a lot  of  other  agencies  where  there  is  an 
opportunity  to  get  information,  this  is  about  the  only  way  we  can 
get  information  from  the  IRS.  So  you  need  to  be  complimented. 

One  of  the  most  important  functions  of  Congress,  of  course,  in 
bringing  about  reform  is  the  oversight  function  that  this  committee 
is  performing  because  that  is  the  means  by  which  we  discover  what 
is  really  going  on. 

We  have  two  methods  for  getting  our  information.  One  is  through 
routine  review  of  documents  and  reports,  but  that  method  has  been 
virtually  closed  off  as  far  as  IRS  is  concerned  because  we  heard 
yesterday  that  they  don’t  keep  records. 

Second,  whatever  records  they  keep,  Congress  cannot  routinely 
see  because  of  the  6103  restrictions  that  management  often  mis- 
uses to  hide  embarrassing  or  revealing  information. 

I’m  not  sure  how  many  people  know  this,  but  only  two  people:  in 
Congress  have  access  and  can  use  6103  authority.  And  that’s  the 
chapman, of  this  committee  and  the  Chairman  of  the  Ways  and 
Me^ansjCoinmitteeTn  the  Houlel 

~Ah3ffiatsImpI5T^  unmanageable  situation  on  a case-by-case 
basis,  the  chairman  can  delegate  authority  to  staff — some  staff  at 
least  as  he  did  for  these  hearings. 

But  that’s  in  really  sharp  contrast  to  how  we  handle  even  the 
Nation’s  top  military  secrets  or  security  information. 

We  have  hundreds  of  staff  and  not  to  mention  almost  every  mem- 
ber of  Congress  who  has  access  to  national  security  information. 
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So  our  oversight  function  of  the  IRS  is  really  hampered  by  our 
inability  to  get  ready  access  to  documents. 

So  that’s  make  the  second  method  of  information  collection  so 
much  more  necessary  and  important.  And,  of  course,  that  is  the 
function  you  do  by  willingly  coming  forward. 

And  so  obviously,  we  thank  you  for  doing  that. 

But  people  like  you  who  do  come  forward,  I want  the  public  to 
know  and  I think  it’s  been  said  very  much  by  our  chairman,  you 
do  so  at  great  risk. 

And  so  we  still  need  to  get  documents  and  records  more  readily 
available  from  the  IRS  so  that  we  can  exercise  more  vigilance. 

That’s  why  Senator  Kerrey  and  I have  produced  a bill  to  reform 
the  IRS.  And  we  included  in  that  reviewing  the  6103  restrictions 
and  also  secondly  making  the  IRS  to  keep  records  and  archives. 

I didn’t  hear  any  of  you  discuss  problems  that  you  have  experi- 
enced with  abuse  of  6103  authority  or  with  records  disappearing. 

Do  any  of  you  have  any  experiences  in  this  area? 

Witness  No.  1.  Yes,  sir.  We  routinely  request  a taxpayer’s 

Senator  Grassley.  This  is  Witness  No.  1. 

Witness  No.  1.  We  routinely  request  a taxpayer’s  file  for  the  tax- 
payer so  the  taxpayer  can  see  what’s  going  on. 

And  the  IRS  routinely  blocks  out  large  sections  or  large  numbers 
of  pages  of  documents,  claiming  it  is  protected  under  6103. 

It’s  the  taxpayer’s  file.  What  can  they  not  see  that’s  in  there? 
How  can  the  IRS  put  something  in  there  that  can’t  be  revealed  to 
the  taxpayer? 

And  we’re  talking  about  a civil  matter,  not  criminal. 

Why  can’t  the  taxpayer  see  every  word  that  the  IRS  writes  about 
them  in  their  file? 

And  we  see  this  happen  routinely  by  the  disclosure  office. 

Senator  Grassley.  Are  any  of  the — Witness  No.  6. 

Witness  No.  6.  From  an  investigator’s  standpoint,  6103  prevents 
us  from  fully  working  the  case  with  other  agencies,  whether  state, 
local  or  Federal. 

And  it  really  puts  a chilling  effect  or  bottleneck  on  the  investiga- 
tion. 

Several  U.S.  Attorneys  have  complained  to  me  about  the  prob- 
lems dealing  with  IRS. 

When  they  see  an  IRS  investigator  walking  in  the  office  to  dis- 
cuss a proposed  case,  they  walk  the  other  way  because  of  the  inher- 
ent problems  with  6103. 

From  my  standpoint,  6103  would  prevent  me — if  someone  walked 
in  our  office  and  threatened  to  commit  suicide,  I’ve  been  told  I can- 
not call  the  local  police.  I have  to  call  the  state  police. 

The  state  I’m  from  does  not  have  a state  police.  It  has  a highway 
patrol.  I could  not  call  the  highway  patrol  and  say  that  someone 
threatened  to  commit  suicide. 

Senator  Grassley.  Does  any  of  the  other  witnesses  have  experi- 
ences with  6103  being  abused? 

Witness  No.  3.  I think  that  the  Congress  has  furnished  the 
agency  a shield.  If  things  go  wrong  in  a case,  they  just  say  we  can’t 
talk  about  it. 

And  maybe,  that’s  a good  idea.  If  you  let  them  talk  about  that, 
perhaps  you  could  talk  about  the  case  to  anybody. 


mistakes  hSS  aCted  aS  a shield  for  the  government  to  cover  up  its 

m£fatolf  Grassley.  Okay.  That’s  what  the  Restructuring  Com- 
mission heard  so  much  in  testimony  about  it  being  a shield 
Do  any  of  the  other  three  of  you  who  have  not  commented  have 
any  experience  to  back  that  up? 

[No  response.] 

Witness  2 By  ^ then’  ^ y°U  saying  it>s  not  abused? 


Witness  No.  2 No.  The  sentiments  that  Witness  6 expressed, 
similar  situations  where  I’ve  worked  a case  with  an  AUSA 


I’ve  had 

tW  rv*“  "*“*«  * vc  "Uin-eu  a case  wun  an  AUSA 

that  said  don  t ever  bring  me  a case  again  because  I won’t  work 

IRS  is  just  a maze.  It’s  too  complicated.  It’s  ridiculous. 

mltLtn6, reCe,1Vf,d  dlffe.rent  opinions  from  Inspection  Disclosure, 
IRS  nCt  ^0Unse  ’ vanous  other  bodies  and  divisions  within  the 

Its  like  calling  up  and  getting  different  advice.  You  have  an  as- 
slsdard  calling  and  being  given  different  legal  advice 
And  weve  had  witnesses  that  have  been  injured,  assaulted 
where  because  they  werent  serious  bodily  injury,  the  U.S.  attorney 
won  t prosecute. 

been  PrecJuded  in  the  past  from  helping  them  deal 
with  the  state  authorities  because  they  would  have  to  divulge  to 

ness8*3*6  authonties  that  they  were  doing  some  sort  of  IRS  busi- 

And  that  would  be  disclosure  because  you’re  naming  the  tax- 
psyer. 

fir^en,^°r  Grassley-  1 have  a more  general  question.  It’s  more  to 
find  out  if  there  is  a composite  point  of  view. 

And  that  is  that  you  have — you  have  listened  to  each  other’s  tes- 
timony. And  I assume  that  maybe  you  didn’t  have  any  contact  be- 
fore you  came  here. 

But  either  way,  as  you  sit  there  listening  to  the  testimony  of 
your  colleagues,  do  you  all  generally  agree  with  the  testimony  of 
your  other  colleagues?  3 

Or  do  you  any  of  you  want  to  voice  a point  of  disagreement  with 
something  you  ve  heard  from  another  person  on  the  panel’ 

We  need  to  kind  of  know.  I want  to  know. 

Witness  No.  1. 

Witness  No  1.  I heard  what  these  folks  have  said  for  the  past 
25  years.  And  there  s nothing  new.  It’s  been  going  on 

Senator  Grassley.  That’s 

Witness  No.  1.  And  nothing  has  been  done  about  it. 

.u  enra^°r  Grassley.  That’s  an  even  more  sweeping  statement 
than  I intended  to  hear. 

Without  speaking — if  any  of  you  voice  disagreement  with  that,  I 
would  like  to  have  you  voice  it. 

Otherwise,  I would  like  to  assume  that  all  six  of  you  agree 
Witness  No.  5. 

Witness  No.  5.  The  only  statement  that  I disagree  with  is  when 
one  of  the  Senators  asked  the  question  why  it  takes  more  agents 
to  handle  a smaller  population  than  in  1962’ 
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And  my  response  to  that  would  be  that  the  tax  code  is  so  complex 
that  it  takes  us  longer  to  deal  with  the  issues. 

The  other  fact  is  that  in  1962,  the  number  of  the  population  was 
a result  of  the  baby-boomer  era  in  which  most — well,  a large  num- 
ber of  the  population  was  not  yet  income  earning  individuals. 

As  a result,  those  people  are  now  in  the  work  force  making 
money.  And  we  now  have  to  deal  with  them. 

So  I submit  that  in  the  past,  although  the  population  percentwise 
may  have  been  at  a smaller  ratio,  now  the  wage-earning  population 
is  truly  at  a greater  ratio  of  wage  earners  to  agents  and  revenue 
officers. 

Senator  Grassley.  Witness  No.  3. 

Witness  No.  3.  I agree.  There  is  nothing  new  about  any  of  this. 
I’ve  seen  it  ever  since  I’ve  been  here.  And  you  would  think  periodi- 
cally it  was  going  to  be  attended  to,  but  it  has  not  been. 

Also,  I think  to  clarify  something  that  was  asked  awhile  ago  I 
think  by  Senator  Roth,  it  was  about  using  fictitious  names. 

There  are  collection  officers  in  particular  who  adopted  what  we 
call  pseudonyms  under  which  they  operate. 

They  have  to  register  these  names.  You  always  know  who  they 
are.  And  there  is  some  good  reasons  for  allowing  people  to  use 
pseudonyms. 

In  one  case  I know  of,  one  revenue  officer  had  a very  odd  last 
name.  The  pronunciation  of  the  name  was  easy  if  you  converted  it 
into  an  English  word  and  hear  about  the  pseudonym. 

In  other  cases,  revenue  officers  have  used  pseudonyms  because 
they  have  experienced  the  tax  protesters  filing  hens  against  them 
and  harassing  them. 

And  if  they’re  using  a pseudonym,  the  taxpayers  cannot  go  to  the 
telephone  book  and  look  them  up. 

But  they  are  fictitious  names,  but  they  are  registered.  And  cre- 
dentials are  issued  in  the  fictitious  names. 

Also,  there  was  something  about  collection  initiatives.  One  of  the 
latest  is  direct  orders  that  came  in  our  district. 

And  in  group  meetings  with  revenue  officers  where  revenue  offi- 
cers were  directed  to  give  taxpayers  30  days  to  pay  up  or  close 
them  down. 

If  you  ask  Mike  Dolan  about  that  this  afternoon,  he  will  say,  as 
they  always  do,  they  weighed  their  policy  statements  and  their 
nanual  provisions  and  say  we  have  a policy  against  that. 

And  they  do.  P-5-133  I think  is  tne  number.  And  it  says  that 
lefore  you  close  a going  business,  you  will  try  everything  before 
mu  close  it  down  because  when  you  close  down  a business,  you’re 
lot  just  affecting  the  man  who  owns  it,  who  ran  up  the  tax,  you’re 
iffecting  the  people  who  work  for  him  who  are  thrown  out  of  work. 

And  in  some  areas,  in  the  rural  area  where  I work,  when  you 
•lose  down  particularly  a sizable  business,  these  people  are  just 
hrown  on  unemployment  or  welfare. 

But  revenue  officers  now  are  not  given  the  time  to  collect  the  tax. 
Sometimes,  it  takes  months.  Sometimes,  it  takes  years. 

That’s  why  you  all  gave  us  a 10-year  statute.  But  we’re  told  to 
;o  out  there  and  collect  in  30  days  or  shut  them  down. 

It’ 8 going  to  be  impossible  to  do  that.  It’s  going  to  be  impossible 
or  the  taxpayer  to  pay. 


In  my  experience,  the  people  we  contact  for  unpaid  taxes  are  not 
flush  with  funds.  If  they  had  the  money,  they  would  have  already 
paid  their  taxes. 

It’s  a situation  where  you’re  going  to  have  work  with  the  tax- 
payer over  a period  of  time,  keeping  him  current  so  that  he’s  mak- 
ing his  current  deposits  and  let  him  pay  up. 

And  generally,  that  is  what  I have  done  for  most  of  the  time  that 
I have  worked,  but  the  new  collection  initiative  want  seizures  ap- 
parently. 

Also,  with  respect  to  collection  initiatives,  I think  that  sometimes 
they  deploy  the  resources  unwisely. 

For  instance,  they  have  decided  that  retired  Federal  employees 
and  Federal  employees  have  a much  higher  obligation  to  comply 
with  tax  laws  than  anybody  else. 

I think  everybody  is  supposed  to  comply  with  the  tax  laws  equal- 
ly. But  they  send  out  sometimes  nominal  accounts,  people  retired 
making  $8,000  a year.  And  the  collection  initiative  requires  that 
you  collect  or  close  the  account. 

Some  of  these  people  are  in  much  worse  financial  shape  than 
other  taxpayers  who  get  their  accounts  written  off. 

Also,  they  will  not  follow  the  clear  intent  of  the  law  in  some 
cases.  In  our  district,  to  save  postage,  they  issue  the  directive  that 
the  notices  that  went  to  the  taxpayer  which  we  call  final  notices, 
this  is  the  notice  that  Congress  provided  for. 

I don’t  remember  the  year.  But  it  was  so  that  we  just  didn’t  ap- 
pear on  somebody’s  steps  and  take  their  car  which  I have  done. 

And  this  says  you  will  send  them  a certified  notice.  It  doesn’t  say 
just  mail  the  notice.  It  says  certified  or  registered. 

The  Chairman.  Would  you  bring  your  answer  to  a close  because 
time  is  running  out? 

Witness  No.  3.  Very  well.  And  they  began  sending  these  notices 
uncertified.  After  I mentioned  the  law  to  them,  I think  they  may 
have  changed  that. 

But  they  didn’t  notify  those  people  to  whom  they  had  sent 
uncertified  notices. 

The  Chairman.  We  next  have  Senator  Kerrey. 

Senator  Kerrey.  Let  me  first  of  all  stipulate  that  it  seems  to  me 
that  you  six  as  well  as  the  individual,  Jennifer  Long,  yesterday 
who  testified  are  part  of  a group  of  outstanding  employees  who  are 
here  because  they  want  to  see  the  IRS  become  better,  the  integrity 
restored,  and  the  operational  procedures  more  consistent,  both  with 
the  IRS’  own  manual  and  with  U.S.  values,  that  these  are  not  anec- 
dotes. 

They  are  not — this  is  not  seven  employees  who  have  an  ax  to 
grind,  who  have  employee-manager  problem,  nor  were  the  tax- 
payers who  were  here  before  us  yesterday. 

I would  argue  that  one  of  the  reasons  that  voluntary  compliance 
has  dropped  is  the  way  the  IRS  has  been  managed  over  the  past 
30  years. 

It  is  true  that  we  have  made  it  more  difficult  at  times  particu- 
larly by  making  our  tax  laws  more  complicated. 

It  is  true  that  there  are  times  when  we  have  not  provided  a suffi- 
cient amount  of  resources,  but  these  issues  that  you  have  raised 
are  not  resource  issues.  They  are  not  complexity  issues. 
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It’s  a question  of,  are  we  going  to  manage  according  to  the  law, 
according  to  your  own  manual,  and  according  to  U.S.  values? 

And  the  answer  today  as  I hear  it  is,  no.  And  I would  like  to  ask 
you  individually.  I’ve  heard  a couple  of  you  in  your  testimony  say 
this. 

But  do  you  think  the  IRS  and  the  current  law  as  it’s  structured 
with  the  Deputy  Secretary  of  the  Treasury  and  the  Treasury  Sec- 
retary, do  you  think  that  the  current  law  will  enable  the  IRS  to  fix 
itself? 

I’ll  just  ask — go  down  the  line  Witness  1,  2,  3,  4,  all  the  way 
through. 

Witness  No.  1.  The  IRS  won’t  fix  itself.  It  can’t.  In  helping  tax- 
payers, it  has  set  up  a Problem  Resolution  Organization,  the  Col- 
lection Appeals  Program. 

None  of  that  is  going  to  work  until  the  taxpayer  can  put  his 
plight  in  front  of  an  independent  third  party  to  make  the  decision 
as  to  whether  the  IRS  is  right  or  wrong. 

As  long  as  you  have  IRS  employees  policing  IRS  employees,  the 
IRS  will  not  improve. 

Witness  No.  2.  The  forces  that  exist  to  their  benefit,  they  main- 
tain the  status.  It’s  called  people  resist  change  in  general. 

You  have  a lot  of  employees,  management  set  in  their  ways.  Peo- 
ple who  have  been  at  the  top  so  long,  they  don’t  understand  what 
it’s  like  working  out  in  the  field,  how  the  people  perceive  you  and 
how  you  have  to  deal  with  people  daily. 

It’s  a monster. 

I assume  that  your  question,  lead  it  to  a trough,  it  will  drink. 
But  I don’t  know  how  that  is  going  to  happen. 

Witness  No.  3.  No,  sir,  I do  not  believe  that  the  Internal  Reve- 
nue Service  will  substantially  change. 

They  put  out  directives  all  the  time.  And  if  you  read  the  direc- 
tives, if  you  read  the  policy  statements,  if  you  read  the  manual  pro- 
vision, and  if  they  were  followed,  then  you  would  not  see  these 
problems. 

But  a whole  lot  of  what  is  dl  day-to-day  is  done  with  a wink  and 
a nod.  And  nobody  is  called  to  task  for  the  things  that  they  do 
wrong. 

Witness  No.  4.  No,  sir,  I don’t  believe  the  IRS  can  correct  its 
own  problems.  I believe  things  have  gotten  too  far  out  of  control. 

As  everyone  has  said  today,  it’s  really  a numbers  game  now,  the 
only  thing  that  management  cares  about. 

And  as  long  as  you’re  interested  only  in  statistics  rather  than 
how  you’re  actually  treating  the  taxpayer,  then  things  are  never 
going  to  change. 

Witness  No.  5.  I believe  that  if  it’s  left  up  to  the  Service,  you 
will  get  a lot  of  lip  service,  more  training,  and  then  business  as 
usual. 

Witness  No.  6.  I feel  that  left  to  their  own  devices,  there  is  no 
motivation  for  any  change.  They  are  self  perpetuating. 

And  unless  given  the  impetus  to  change,  they  wall  not. 

Senator  Kerrey.  Well,  let  me  just  say  in  response,  I hope  that 
this  committee  is  able  to  change  the  law  relatively  quickly. 

We  have  a choice  here.  We  can  either  assume  that  these  are  just 
anecdotes  and  not  emblematic  of  more  serious  problems  at  the  IRS. 


I appreciate  the  IRS  and  the  returns  it  does  a year,  90  million 
tax  refunds.  They’ve  got  10  million  contacts  a year  of  some  kind  for 
compliance. 

They’ve  got  a lot  of  work.  And  it’s  very  difficult  work. 

But  in  our  hearings  and  contacts  with  employees  over  the  past 
year,  we’ve  just  reached  the  conclusion  that  the  current  law  won’t 
allow  the  IRS  to  improve  itself. 

And  my  hope  is  that  we  can  reach — this  committee  can  reach 
some  conclusion  sooner  rather  than  later. 

The  first  witness  indicated  hundreds  of  new  collections  per  day 
are  going  to  be  issued.  There  are  10  million  contacts  a year  of  au- 
dits or  some  other  kind  of  compliance.  That’s  nearly  800,000  a 
month. 

I mean,  every  single  day  we  wait,  we’re  creating  more  of  the 
problems  we  heard  about  yesterday  of  taxpayers  who  have  not  just 
legitimate  complaints,  but  complaints  that  occur  as  a consequence 
of  the  way  the  IRS  is  managed  and  the  way  the  IRS  is  organized. 

And  it’s  going  to  create  further  taxpayer  dissatisfaction  and  a 
further  number  of  citizens  concluding  that  government  by  and  for 
the  people  doesn’t  work. 

My  own  conclusion  on  this,  is  that  while  the  Department  of 
Treasury  wants  to  improve,  I regret  that  they  continue — for  those 
who  have  made  legislative  proposals,  they  continue  to  misrepresent 
what  we’ve  proposed. 

It  causes  me  to  suspect  that  they  are  not  really  for  change.  I 
mean,  we’ve  got  a legislative  proposal  out. 

The  Treasury  continues  to  say  it  puts  private  sector  individuals 
in  charge  of  the  IRS. 

That’s  not  true.  It’s  not  just  inaccurate.  It's  not  true. 

They  say  our  bill  puts  private-sector  people  in  charge  of  law  en- 
forcement. It’s  not  true.  We  prohibit  it.  It  goes  on  and  on  and  on. 

I mean,  Mr.  Chairman,  I think  that  this  committee  has  got  to  de- 
cide. Do  we  think  these  are  anecdotes?  Do  we  think  these  are  small 
problems?  Or  do  we  think  they  are  big? 

I’ve  concluded  that  they  are  big,  not  just  in  terms  of  our  capacity 
to  collect  taxes,  but  in  terms  of  our  ability  to  be  able  to  say  to  the 
people  that  we  have  government  by  and  for  the  people. 

We  are  going  to  enforce  the  law  as  the  law  is  written.  We  are 
going  to  carry  out  and  implement  the  manual  in  a fair  fashion. 

All  of  your  courage  in  the  statements  you’ve  made  create  I think 
an  overwhelming  conclusion,  as  well  as  Ms.  Long’s  testimony  yes- 
terday. 

I mean,  these  are  not  the  rantings  of  mad  individuals,  of  angry 
individuals,  of  dissatisfied  employees  who  didn’t  get  a pay  raise  or 
who  weren’t  advanced. 

These  are  people  who  want  to  make  the  IRS  a better  organiza- 
tion. 

And  I will  just  say,  Mr.  Chairman,  under  current  law,  that  is  not 
likely  to  happen. 

So  I’m  hopeful  that  we  can  take  action  sooner  than  later. 

The  Chairman.  Senator  Murkowski 

Senator  Murkowski.  Thank  you,  Mr.  Chairman. 
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Witness  No.  1,  you  indicated  that  the  Problem  Resolution  Office, 
the  so-called  PRO  is,  I think  you  used  the  word,  utterly  useless  in 
protecting  the  taxpayers. 

And  you  indicated  that  there  is  a conflict  of  interest — because  the 
PRO  employees  are  evaluated  for  promotions  from  the  same  Collec- 
tion Division  management  they  are  supposed  to  police  when  they 
are  assigned  to  PRO. 

So  obviously,  you  have  a conflict. 

I’m  wondering  if  any  of  the  witnesses,  other  than  you  would  com- 
ment on  that  and  if  you  care  to  comment  because  I totally  agree 
that  the  solution  is  simply  to  separate  the  two? 

And  then,  you  would  get  a functioning  problem  resolution  office 
as  opposed  to  the  inability  to  get  it  under,  as  you  say,  an  utterly 
useless  system  that  doesn’t  protect  the  taxpayers. 

Witness  No.  1.  Problem  Resolution  is  effective  resolving  cross- 
functional problems  between  audit  and  collection,  CID  and  collec- 
tions. 

But  when  it  comes  to  protecting  the  taxpayers  from  abuse,  when 
we  take  the  case  to  the  Problem  Resolution  Office,  the  first  thing 
they  do  is  pick  up  the  phone  and  call  the  IRS  manager  that  ap- 
proved the  enforcement  and  ask  him  what  to  do. 

They’re  not  looking  at  it  objectively. 

And  these  people  go  to  Problem  Resolution.  And  then,  they  go 
back  to  the  Collection  Division  for  promotion.  So  they  go  back  and 
forth. 

Again,  you’ve  got  IRS  employees  making  decisions  over  other  IRS 
employees. 

Senator  MURKOWSKI.  They  are  coming  from  different  areas  of  re- 
sponsibility. 

Witness  No.  1.  Correct.  If  you  took 

Senator  MURKOWSKI.  Well,  why  don’t  you  separate  them? 

Witness  No.  1.  Well,  if  you  took  the  budget  for  the  Problem  Res- 
olution Office  and  the  Collection  Appeals  Program  and  set  up  a 
separate  Administrative  Law  Judge  who’s  trained  in  either  audit 
or  collection  to  hear  these  complaints  from  taxpayers. 

And  this  person  doesn’t  have  to  be  an  employee  of  the  IRS.  They 
can  be  an  employee  of  the  Treasury.  And  they  have  to  meet  certain 
experience  requirements. 

And  let  them  rule  as  the  third  party  so  they  don’t  have  to  go — 
depend  on  the  IRS  for  anything. 

Senator  MURKOWSKI.  Does  anybody  else  want  to  comment  on 
that  particular  area? 

WITNESS  No.  2.  I just  want  to  say  I concur  wholeheartedly  with 
Witness  1.  And  I hope  it’s  not  too  strong  a term,  but  probably  Prob- 
lem Resolution  is  a farce. 

It  doesn’t  work.  It  rubber  stamps  decisions  that  have  already 
been  made. 

Senator  MURKOWSKI.  Anybody  else? 

[No  response.] 

Senator  MURKOWSKI.  Mr.  Chairman,  it  seems  to  me  that 

The  Chairman.  Can  I just  make  one  comment? 

Senator  MURKOWSKI.  Sure. 

The  Chairman.  If  a witness  wants  to  testify,  please  give  your 
numbers  so  that  people  know  who  is  talking. 


Please  proceed. 

Senator  MURKOWSKI.  Mr.  Chairman,  as  we  move  on  corrective 
action,  I think  the  bottom  line  should  be  a simplification  of  the  Tax 
Code  as  our  objective  goal. 

What  you  want  to  be  very  careful  of  though  is  you’ve  got  an  in- 
dustry built  up  out  there,  an  industry  of  attorneys,  an  industry  of 
accountants  that  depend  on  the  complexities. 

And  when  and  if  we  get,  Mr.  Chairman,  down  to  the  point  of  try- 
ing to  simplify,  you’re  going  to  find  you’re  going  to  hear  from  this 
group.  They  are  not  worried  right  now. 

Senator  Gramm.  No,  they  are  not  worried  at  all. 

Senator  MURKOWSKI.  And,  you  know,  as  we  look  at  ourselves,  I 
would  venture  to  say  that  most  of  us  don’t  do  our  own  taxes  for 
a couple  of  reasons. 

One  of  them  is  we  want  the  protection  of  having  the  CPA  sign 
on  the  line  because  of  the  exposure  we  have.  And  the  other  reason 
is  it  is  too  complex. 

But  yet,  we’re  expected  to  relate  and  take  action  to  cure  defi- 
ciencies in  the  IRS. 

We  have  certainly  not  done  our  job  as  far  as  simplification  of  the 
process  is  concerned. 

I can’t  recall  how  many  pages  are  in  the  book  and  how  many 
books  are  in  the  bookcase,  but,  you  know,  clearly  this  could  be  a 
challenge. 

And  I think  simplification,  averaging  out,  would  go  a long  way 
to  reducing  the  difficulties  of  the  IRS  to  function  as  an  agency  re- 
sponsive to  collecting  revenue,  as  well  as  to  the  individual  rights 
of  the  taxpayer. 

So  I commend  you  for  this  process.  We’re  on  a long  road,  but  I 
think  that  we’ve  got  to  start  somewhere. 

And  I want  to  commend  the  witnesses  for  coming  forth  and  giv- 
ing us  a better  idea  of  just  what’s  going  on  behind  the  IRS  and, 
you  know,  what  corrective  action  simply  has  to  be  taken. 

The  Chairman.  Senator  Gramm. 

Senator  Gramm.  Mr.  Chairman,  let  me  first  thank  our  witnesses. 
And  I want  to  thank  Jennifer  Long  yesterday. 

I think  what  you  have  done  is  very  courageous.  And  I think 
you’re  giving  government  employees  the  good  name  that  most  of 
them  deserve.  And  I want  to  thank  you  very  much. 

I have  to  say,  Mr.  Chairman,  that  I started  these  hearings  to 
some  degree  skeptical  especially  of  people  from  the  IRS  who  were 
going  to  be  here. 

I read  Jennifer  Long’s  testimony.  And  I quite  frankly  didn’t  know 
what  to  expect. 

But  I think  in  our  business,  part  of  what  we  do  is  judge  credibil- 
ity of  people  in  arguments. 

And  I want  to  begin  by  saying  that,  beginning  yesterday  with 
Jennifer  Long  and  today  with  our  witnesses,  I have  listened  to  ev- 
erything that  they  have  said  and  I have  found  them  extremely 
credible. 

I think  this  problem  is  a very  real  problem.  And  I would  like  to 
pursue  in  the  time  I have  a couple  of  avenues. 

Number  one,  our  Witness  No.  4 says,  “Over  this  past  year,  how- 
ever, I have  seen  dramatic  changes  take  place  in  this  organization. 
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And  in  my  opinion,  most  were  not  for  the  good  of  the  Service  or 
the  public  that  we  are  supposed  to  serve.” 

Witness  No.  5 says,  “In  the  past  2 years,  all  the  standards  of  eth- 
ics by  which  we  have  been  lead  to  believe  were  an  integral  part  of 
our  job  and  responsibility  in  dealing  fairly  with  both  taxpayers  and 
employees  have  been  replaced  with  practices  that  were  widely 
viewed  as  not  only  unethical,  but  often  illegal.” 

And  Witness  No.  6 ad-libbed  a lot.  And  I’m  sorry  I didn’t  have 
my  pencil  in  my  hand  when  you  said  it.  But  he  in  essence  made 
the  same  point  that  the  problem  has  gotten  worse. 

Now,  I would  like  to  ask  each  one  of  the  witnesses  to  say  very 
briefly  because  I’ve  only  got  a limited  amount  of  time. 

Do  you  believe  the  problems  we’re  talking  about  here  today  have 
gotten  substantially  worse  in  the  last  couple  of  years,  have  gotten 
worse  in  the  last  couple  of  years  or  just  no  different? 

Witness  No.  1.  They’ve  gotten  much  worse  over  the  past  couple 
of  years.  And  the  reason  is  simple. 

Senator  Gramm.  I don’t  want  the  reason. 

Witness  No.  No.  2. 

Witness  No.  2.  The  complexity  has  gotten  much  worse  in  the 
last  few  years. 

Senator  Gramm.  Witness  No.  3. 

Witness  No.  3.  Yes,  the  problems  are  worse  within  the  last  year 
or  two. 

Senator  Gramm.  Witness  No.  4. 

WITNESS  No.  4.  Absolutely,  it’s  much  worse. 

Senator  Gramm.  Witness  No.  5. 

Witness  No.  5.  I concur  that  it’s  much  worse. 

Senator  Gramm.  Witness  No.  6. 

Witness  No.  6.  I agree  with  my  colleagues,  much  worse. 

Senator  Gramm.  Now,  Witness  No.  2,  you  say  on  page  2 of  your 
testimony,  “The  IRS  is  aware  of  the  administration’s  favorable  view 
of  unions.  National  Treasury  Employee  Union  officials  greatly  ben- 
efit from  this.  High  level  Internal  Security  officials  do  not  want  to 
take  on  a case  involving  the  union  or  union  officials.” 

I’d  like  to  ask  each  one  of  you  in  this  growing  code  of  misconduct, 
this  growth  of  what  you  perceive  and  I think  the  public  would  per- 
ceive is  unethical  or  illegal  activities,  do  you  see  this  is  an  example 
of  where  politics  is  playing  a role  in  it? 

Have  our  other  witnesses  seen  examples  where  they  believe  polit- 
ical favoritism  is  being  played  in  this  process  or  is  it  a general 
process? 

Maybe,  I should  be  more  specific.  Have  you  seen  any  incident  in 
your  service  where  you  believe  politics  is  playing  a role  in  the  pol- 
icy of  the  IRS? 

Witness  1. 

Witness  No.  1.  Politics  is  always  playing  a role.  It  always  has, 
depending  on  who  the  division  chief  is  and  what  they  want. 

If  they  want  something  than  what  the  policy  statements  and  the 
manual  says,  they’ll  just  issue  an  edict,  like  the  other  witness  said. 
It  happens  all  the  time. 

Senator  Gramm.  Witness  No.  2. 

Witness  No.  2.  Beyond  the  reference  to  the  union,  it’s  the  local 
people  make  the  rules.  They  interpret  things. 


And  they  find — you’re  asked  a question.  If  you’re  not  asked  that 
specific  question,  you  didn’t  get  the  answer  the  person  wants  to 
give. 

They  interpret  things  to  their  benefit.  And  they  find  a loophole. 
And  they  exploit. 

Senator  Gramm.  Now,  Witness  No.  2,  you’ve  been  with  the  agen- 
cy how  long? 

Witness  No.  2.  Since  1993. 

Senator  Gramm.  And  you  gave  us  your  example  about  the  public 
employee  labor  union. 

Witness  No.  3,  let  me  repose  the  question  to  you.  Do  you  see  the 
presence  of  politics  in  many  of  these  problems  we’re  talking  about? 

Do  you  see  a political  sensitivity  or  favoritism  being  played  by 
the  IRS  in  anything  you  have  personally  witnessed? 

Witness  No.  3.  Oh,  yes.  But  politics  in  the  generic  sense  of  poli- 
tics within  the  agency,  not  a Democrat/Republican  type  thing. 

But  it  is  these  people  have  promoted  each  other  all  the  way  to 
the  top.  And  you’re  not  going  to  get  them  to  address  any  problems 
with  their  high-level  subordinates. 

Senator  Gramm.  Witness  No.  4. 

Witness  No.  4.  I agree  with  Witness  No.  3.  Management  defi- 
nitely sticks  together. 

Senator  Gramm.  Witness  No.  4 — no,  5. 

WITNESS  No.  5.  Internal  politics  is  definitely  prevalent  in  our 
district. 

NTEU,  in  recent  years,  in  the  past  2 years,  has  become  very 
close  with  upper  management,  leaving  the  employees  at  their  own 
device  to  deal  with  the  unethical  issues  as  they  come  up. 

Senator  Gramm.  Witness  No.  6. 

Witness  No.  6.  Sir,  it’s  strictly  internal  politics.  Management 
clones  other  management  like  themselves.  That’s  who  gets  pro- 
moted. 

Senator  Gramm.  Do  each  of  you  believe  that  there  is — that  there 
clearly  is  favoritism  present  in  the  promotion  process? 

I think  it  was  No.  5 who  mentioned  or  maybe  No.  4 that  people 
were  encouraged  to  file  discrimination  suits  as  a vehicle  to  get  pro- 
moted. 

Is  it  generally  your  belief  that  there  is  a lot  of  political  favoritism 
and  promotion  within  the  IRS? 

Let  me  go  down  the  line  on  that,  starting  with  1. 

Witness  No.  1.  Yes.  But  like  I say,  the  internal  politics. 

Senator  Gramm.  No.  2. 

Witness  No.  2.  Almost  exclusively  using  the  promotion  process. 
There’s  too  many  managers  that  aren’t  capable  and  experienced  to 
do  the  job,  but  their  inadequacies  are  covered  up  for. 

When  their — when  the  employee  files  a grievance  or  a complaint 
and  the  employee  wins  the  process,  there  is  never  retaliation  to  the 
manager  because  the  other  managers  above  them  realize  the  per- 
son is  their  friend  and  a colleague  of  management. 

It’s  that  us  versus  them.  If  you  want  to  be  part  of  the  club, 
you’ve  got  to  play  ball. 

Senator  Gramm.  Witness  No.  3. 
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Witness  No.  3.  Of  course,  there  is  some  politics  in  promotion 
within  lower  graded  employees.  I’m  talking  about  people  who  are 
the  field  agents  and  work  in  the  offices. 

It  seems  to  be  an  almost  exclusive  way  if  you’re  dealing  with 
managers.  If  you’re  not  playing  the  game,  you  have  no  shot  at  get- 
ting into  management. 

If  you’re  outspoken,  you  don’t  have  a prayer.  They  don’t  want  to 
hear  the  thing  that  are  going  wrong. 

And  I think  they — it’s  a large  part  of  our  problem.  They’ve  pro- 
moted people  who  really  don’t  know  what  they’re  doing. 

Senator  Gramm.  Witness  No.  4. 

Witness  No.  4.  If  you  are  an  independent  thinker  and  you  won’t 
go  along  with  what  they  say,  then  you’re  not  going  to  get  promoted. 

On  the  other  hand,  I’ve  seen  them  create  positions  where  one 
was  not  needed  in  order  to  promote  a friend. 

Senator  Gramm.  Witness  No.  5. 

WITNESS  No.  5.  We  have  seen  instances  wherein  when  a first- 
level  manager  gets  into  trouble,  upper  management,  depending 
upon  their  comfort  level  or  their  friendship  with  the  upper  level, 
upper-level  management  will  step  in  and  often  move  them  or  pro- 
mote them  to  bring  them  out  of  the  trouble. 

Managers  and  employees  that  have  been  direct  or  outspoken 
about  unethical  practices,  when  faced  with  the  same  troublesome 
issue,  find  themselves  in  a position  where  these  issues  are  used 
against  them. 

So  there  is  no  equity  in  treatment. 

Senator  Gramm.  Witness  No.  6. 

Witness  No.  6.  In  case  you  couldn’t  tell,  Senator,  I’m  very  out- 
spoken. And  when  putting  in  for  a management  position,  I was  told 
that  if  I wanted  to  be  in  management,  you  have  to  go  along  to  get 
along. 

This  agency  has  created  ad  hoc,  nonexisting  positions  to  take 
care  of  its  management. 

Senator  Gramm.  Let  me  go  back  to  Witness  No.  2.  I don’t  know 
how  we  could  do  this  while  preserving  your  anonymity,  but  I would 
like  to  see  this  accusation  about  protecting  the  National  Treasury 
Employee  Union  from  being  subject  to  the  same  kind  of  review  as 
everybody  else  investigated. 

Would  you  be  willing  to  try  find  a way  to  see  that  we  could  get 
enough  information  to  some  authority  at  the  IRS  to  give  them  an 
opportunity  under  our  supervision  to  investigate  these  assertions? 

They  seem  to  me  to  be  very  serious. 

WITNESS  No.  2.  The  authorities  at  IRS  know  of  it. 

Senator  Gramm.  Say  that  again. 

Witness  No.  2.  The  authorities  that  eventually  I answer  to  are 
aware  of  these  accusations.  It  was  a decision  not  to  open  the  cases 
because  they  didn’t  want  to  take  on  the  union. 

Senator  Gramm.  Well,  it  seems  to  me  that  this  gets  back  to  the 
point  that  was  made  yesterday,  Mr.  Chairman. 

And  in  the  case  yesterday,  it  was  someone  giving  orders  not  to 
audit  people  who  were  buddies  of  the  supervisor. 

In  your  case  today,  it  is  people  because  they  are  politically  sen- 
sitive to  the  position  of  the  administration  giving  orders  not  to 
audit  individuals  or  unions. 


It  seems  to  me  that  if  that’s  not  criminal  behavior,  it  certainly 
borders  on  it. 

And  we  need  to  investigate  not  just  the  accusation,  but  the  fact 
that  people  are  actually  playing  politics  in  these  decisions. 

And  my  view  is  that  anybody  who  is  doing  that  ought  to  be  fired 
at  a minimum  and  probably  should  be  prosecuted. 

So  what  I’d  like  to  try  to  do  is  when  the  hearing  is  over  is  to  try 
to  get  in  contact  with  you  to  see  what  we  can  do  about  it. 

The  Chairman.  Your  time  is  up.  Let’s  see. 

[Pause] 

The  Chairman.  Senator  Breaux. 

Senator  Breaux.  Thank  you,  Mr.  Chairman.  And  I think  really 
what  we  have  heard  over  the  past  3 days  has  been  absolutely 
amazing,  including  what  we’ve  heard  from  this  panel  here  this 
morning. 

The  very  essence  of  the  survival  of  any  democracy  is  that  the 
people  have  faith  in  the  fair  and  impartial  treatment  that  they  re- 
ceive from  their  government. 

And  after  hearing  the  stories  for  3 days.  I’m  reminded  of  the  say- 
ing in  Louisiana  and  I guess  everywhere  else  about  the  three  great- 
est lies  ever  told. 

I think  after  hearing  everything  today,  I would  add  a fourth.  And 
that  is,  I’m  from  the  IRS.  And  I’m  here  to  help  you — because  I 
think  an  awful  lot  of  people  in  this  country  are  really  intimidated 
and  are  afraid  of  an  agency  of  our  own  government  and  would  like 
to  know  that  someone  is  on  their  side  and  not  have  to  think  that 
the  only  way  they  can  get  help  is  through  the  Federal  court  system 
which  goes  on  and  on  for  years  and  generations  and  decades. 

I think  that — I mean,  I know  as  a member  of  the  United  States 
Senate  and  a member  of  the  Senate  Finance  Committee  that  I feel 
a little  intimidated  myself  when  I’ve  had  constituents  come  to  me 
about  a problem  that  they  are  having  with  the  IRS. 

I’m  a little  afraid  to  just  find  out  who  do  I call  because  I’m  afraid 
someone  will  say— would  tell  me,  don’t  call  me.  This  is  an  IRS 
problem. 

So  I’m  even  fearful  and  intimidated  myself  to  try  and  intervene 
in  a case  that  is  before  the  IRS  when  someone  feels  that  they  are 
mistreated. 

So  if  I’m  intimidated  as  a member  of  the  United  States  Senate, 
I know  that  others  have  even  a greater  fear  in  that  regard  of  in- 
timidation by  people  who  work  for  all  of  us. 

And  I know  that  there  are  literally  thousands  and  thousands  of 
outstanding  Internal  Revenue  Service  agents  that  work  very  hard 
and  do  their  job. 

And  in  talking  about  the  difference  in  the  number  of  employees, 
41  percent  increase  in  population,  71  percent  increase  in  employees 
at  the  Treasury  Department. 

I would  imagine  that  the  tax  code  is  probably  1,000  percent  more 
complicated  than  it  was  when  we  had  fewer  employees.  And  that 
has  got  to  be  part  of  the  problem  as  well. 

I’m  really  convinced  that  we  need  to  have  something  on  the  na- 
ture of  an  ombudsman  type  of  operation  that  people  will  know  that 
there  is  a board  or  something  that  they  can  go  to  that  really  is  on 
their  side. 
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An  ombudsman  types  of  operations  are  very  common.  I mean,  the 
Washington  Post  and  New  York  Times  and  papers  have  an  om- 
budsman that’s  supposed  to  protect  the  rights  of  readers  and  en- 
sure that  everybody  is  being  treated  fairly. 

I think  that  the  recommendations  from  the  Kerrey  Commission 
I think  are  appropriate  and  proper.  I think  we  ought  to  give  them 
a great  deal  of  consideration. 

We  need  a commissioner.  I mean,  we  don’t  have  a commissioner. 

I mean,  the  administration  has  sent  over  the  name  of  Charles 
Rossotti  I guess  to  be  the  commissioner. 

And  we  haven’t  had  the  nomination  that  long.  I think  it  came 
over  at  the  end  of  July.  And  I think  that  we  need  to  move  expedi- 
tiously on  getting  a strong  and  tough  commissioner  who  is  aware 
of  these  complaints  and  these  charges  in  order  to  take  action. 

Whenever  there  is  an  agency  of  government  that  has  to  have  the 
support  and  confidence  of  the  people  if  it’s  going  to  work,  it  has  to 
be  the  Treasury  Department. 

And  I think  that  that  confidence,  like  I’ve  tried  to  say,  I think 
is  dramatically  lacking  at  this  time. 

We  had  a leader  in  our  committee,  David  Pryor,  who  worked  very 
hard  to  get  legislation  passed. 

And  I would  want  to  ask  a question  of  the  panel.  What  effect  do 
you  all  think  that  the  adoption  of  the  legislation  that  Congress 
passed,  the  Omnibus  Taxpayer  Bill  of  Rights  and  the  Taxpayer  Bill 
of  Rights  2 have  had  on  the  operations  overall  of  the  IRS? 

I ask  that  question  because  the  Kerrey  Commission’s  findings  in 
looking  at  the  hearings  that  they  had  point  out  that  the  commis- 
sion found  that  the  passage  of  the  Omnibus  Taxpayer  Bill  of  Rights 
and  the  Taxpayer  Bill  of  Rights  II  had  had  an  important  effect  on 
changing  the  culture  of  IRS. 

The  agency  spends  significant  resources  educating  personnel  to 
treat  taxpayers  fairly. 

And  the  commission  found  very  few  examples  of  IRS  personnel 
abusing  power.  And  that  was  a finding  of  the  commission. 

To  a large  extent,  it’s  contrary  to  what  you  have  presented  to 
this  committee  today. 

And  so  my  question  is,  we’ve  tried  to  help  by  the  bills  we’ve 
passed.  And  I wish  I could  pass  a bill  that  says  thou  shall  be  nice 
to  people  and  that  eveiybody  would  in  treating  taxpayers  fairly  and 
impartially. 

And  obviously,  we  need  to  do  more  than  that.  We  thought  we  had 
done  that  with  the  Omnibus  Taxpayer  Bill  of  Rights. 

So  the  question  I would  like  each  of  you  to  comment  on  is  what 
effect  that  legislation  had  on  the  conduct  of  the  people  you  work 
for? 

No.  1. 

Witness  No.  1.  It’s  had  very  little  effect  on  the  conduct  of  the 
IRS.  The  Taxpayer  Bill  of  Rights  is  very  positive,  both  I and  II,  but 
who’s  going  to  enforce  this  for  the  taxpayer? 

If  you’re  go  to  sue  the  IRS,  it  would  take  $30,000,  $40,000, 
$50,000. 

And  if  you  go  to  the  IRS  Problem  Resolution  or  Collection  Pro- 
gram— 


Senator  Breaux.  So  there’s  not — number  one,  there  is  no  outside 
organization  or  ombudsman  or  whatever  to  enforce  what  we 
passed? 

Witness  No.  1.  Absolutely  not.  That’s  why  you  need  an  inde- 
pendent third  party  to  help  rule  on  these  things  to  let  the  common 
taxpayer  go  and  say  I’ve  been  mistreated. 

Senator  Breaux.  Witness  No.  2,  comment. 

Witness  No.  2.  There  is  no  way  I could  add. 

Senator  Breaux.  Witness  No.  3,  has  the  bill  changed  the  culture 
of  the  Internal  Revenue  Service? 

WITNESS  No.  3.  Well,  somewhat  it  has,  but  the  agency — I told 
you  how  they  introduced  the  Taxpayer  Bill  of  Rights  1 was  it’s  not 
as  bad  as  it  could  have  been. 

They  didn’t  like  to  see  it.  And  they  looked  for  ways  around  some 
of  the  provisions  or  they  tried  to  ignore  the  provisions.  They  cer- 
tainly never  enforced  the  provisions. 

And  on  the  Taxpayer  Bill  of  Rights  2,  in  my  district,  we’ve  not 
had  any  training,  any  significant  training. 

A couple  of  the  changes  have  been  brought  to  light  in  meetings, 
but  there  has  been  no  real  training  in  the  area. 

Senator  Breaux.  Witness  No.  4. 

Witness  No.  4.  I really  don’t  see  improvement  at  all  I think  if 
all  the  witnesses  have  stated  within  the  past  year  things  have  ac- 
tually gotten  worse. 

And  also,  in  my  district,  we  have  not  had  training.  They  passed 
out  a brochure  for  self-study. 

But  that  just  shows  you  the  lack  of  emphasis  that  is  placed  on 
this. 

Senator  Breaux.  Witness  No.  5. 

Witness  No.  5.  I have  nothing  additional  to  add  to  what  my  col- 
leagues have  stated. 

Senator  BREAUX.  Do  you  agree  with  them? 

Witness  No.  5. 1 do. 

Senator  BREAUX.  Witness  No.  6. 

Witness  No.  6.  The  two  Taxpayer  Bill  of  Rights  bills  affected 
public  perception  at  least  on  the  surface,  the  face  they  show  to  the 
public,  I think  they  cleaned  up  their  act. 

What  hasn’t  changed  is  the  corporate  mentality  and  drive  for  fig- 
ures, performance,  and  statistics.  That  has  not  changed. 

And  so  until  you  change  that  mentality,  nothing  is  going  to 
change. 

Senator  Breaux.  Well,  I thank  all  of  you  very  much  for  being 
here.  And  you  do  it  at  the  risk  of  your  job  security  and  everything 
else. 

And  I thank  each  and  every  one  of  you  because  I really  do  think 
you  are  making  a veiy  important  contribution  to  the  American 
public  in  trying  to  let  us  know  what  is  happening. 

I know  one  witness  talked  about  random  looking  at  files.  I bet 
you,  if  we  found  out  that  they  were  looking  at  the  files  of  the  mem- 
bers of  the  Finance  Committee,  we  would  probably  pass  a new  law 
this  afternoon. 

But  we  ought  to  take  it  as  seriously  as  if  we  are  personally  af- 
fected because  in  a sense  we  are. 
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And  I commend  the  Chairman,  the  ranking  member  for  conduct- 
ing this  hearing  in  the  manner  in  which  I think  it  has  been  con- 
ducted. 

We  have  a real  challenge  here.  And,  you  know,  you’ve  heard  the 
statements.  And  now,  it’s  kind  of  upon  us  to  try  and  find  out  a way 
to  help  solve  the  problem.  And  I appreciate  your  contribution. 

The  Chairman.  Senator  Bryan. 

Senator  Bryan.  Thank  you  very  much,  Mr.  Chairman.  Let  me 
say  to  each  of  the  witnesses  and  those  who  have  appeared  before 
us  over  the  last  couple  of  days  that  this  has  been  very,  very  help- 
ful. 

I think  in  hearing  firsthand  from  you  what  you  experience  day- 
to-day  and  the  years  of  experience  collectively  that  you  bring  to 
bear  places  each  of  us  on  notice  that  we  have  an  obligation  not  only 
in  terms  of  our  oversight  responsibilities,  but  we  really  have  an  ob- 
ligation to  the  American  public  who  we  all  represent  to  do  what- 
ever we  possibly  can  to  take  corrective  action. 

And  so  the  focus  of  my  questions  are,  first,  and  taking  each  of 
the  witnesses  in  order,  what  specific  things  can  we  do? 

And  I say  that  in  the  context  that  a lot  of  these  problems  that 
you’ve  encountered  on  a day-to-day  basis,  as  members  of  Congress, 
we’re  not  able  to  address  the  day-to-day  kinds  of  problems  that 
you  re  talking  about  to  the  extent  that  the  problems  are  structural. 

And  I know  Witness  No.  1 has  specific  reference  of  a structural. 
And  I want  to  give  him  a chance  to  comment  on  that. 

But  what  specifically  can  we  do? 

And  as  ypu  are  frustrated  and  as  the  American  people  are  frus- 
trated, I think  we  are  frustrated  as  well. 

Most  of  us  are  strong  advocates  and  supporter  of  the  Taxpayer 
Bill  of  Rights.  We  thought  we  were  doing  the  right  thing. 

It  was  passed  in  a bipartisan  spirit  with  the  expectation  that  we 
had  done  something  to  protect  the  American  public  and  to  establish 
a more  level  playing  field  as  the  American  citizen  interfaces  with 
his  or  her  tax  collector. 

Your  testimony  is  in  essence  that  it  really  hasn’t  had  much  im- 
pact at  all. 

So  with  that  frame  of  reference  in  the  background,  Witness  No. 
1,  I appreciate  specifically  your  recommendation  and  comment  with 
respect  to  a separation  of  the  problem  resolution  system. 

That’s  a specific  thing  that  we  can  do  legislative.  And  I believe 
that  is  something  that  you  would  recommend  that  we  do  based 
upon  your  previous  comment. 

WITNESS  No.  1.  That’s  correct.  And,  of  course,  as  I said  in  my 
statement,  no,  Senator,  you  can’t  mandate  that  the  IRS  employees 
be  polite,  but  the  least  they  should  do  is  follow  their  own  proce- 
dures. 

If  they  do  it  the  right  way,  you  are  going  to  eliminate  80  percent 
of  the  abuse.  You  won’t  need  problem  resolution.  You  won’t  need 
the  collection  program. 

Senator  Bryan.  I don’t  mean  to  be  argumentative  there.  They 
should  do  it  the  right  way.  And  we  can  say  give  a sense  to  the  Con- 
fess and  direction  everybody  act  responsibility,  act  ethically,  fol- 
low the  rules  and  procedures. 


I think  all  of  you  know  that  those  pronouncements,  if  the  Tax- 
payer Bill  of  Rights  did  not  improve  the  culture  or  climate,  that 
kind  of  statement  is  going  to  be  in  the  wind. 

So  I’m  interested  because  you  all  have  had  a great  deal  of  experi- 
ence, specifically  what  can  we  do  structurally? 

And  the  problem  resolution  thing,  that  is  something  specific. 
You’re  talking  about  separate.  Give  that  a level  of  independence 
and  adequacy  of  funding  so  it  can’t  be  subject  to  the  whim  and 
facisitude  of  the  supervisor  who  in  effect  wants  to  reduce  the  effec- 
tiveness of  that  office. 

WITNESS  No.  1.  Some  states  have  a system  where  they  have  an 
administrative  law  judge  making  decisions. 

The  state  has  to  put  forth  their  position.  The  taxpayer  puts  forth 
their  position.  And  an  administrative  law  judge  makes  the  decision, 
basically  interpreting  any  violations  of  the  code,  the  Bills  of  Right, 
and  the  Internal  Revenue  manual. 

And  then,  you  require  the  IRS  to  pay  penalties  when  they  violate 
their  procedures  or  the  code. 

Senator  Bryan.  Okay.  Witness  No.  2,  anything  specifically  from 
a structural  point  of  view,  something  that  we  can  enact  in  law, 
other  than  these  feel  good  pronouncements  which  I don’t  think  is 
going  to  solve  the  problem  that  you  called  to  our  attention  or  frank- 
ly improve  the  relationship? 

Witness  No.  2.  When  the  law  is  as  complex  as  it  is,  the  proce- 
dures are  going  to  be  complex.  To  get  employees  trying  as  best  they 
can,  being  as  knowledgeable  as  they  can. 

Just  like  you  can’t  know  or  anyone  can  know  the  whole  tax  code, 
you’re  not  going  to  have  an  employee  knowing  all  the  procedures. 
It’s  just  too  complicated  of  the  system. 

When  a family  of  three  or  four  making  $30,000  or  $40,000  a year 
gets  a letter  from  the  IRS  and  they  are  a wage  earner,  they  can’t 
come  out,  quit  work,  take  off  without  pay,  come  down,  and  deal 
with  us. 

Maybe,  if  you  mandated  that  problems  could  be  held — most  of  us 
like  working  days  I guess,  but  if  problems  could  be  handled  during 
the  evening  when  taxpayers  are  home. 

Senator  Bryan.  Okay. 

Witness  No.  2.  At  least  the  wage  earner  so  they  are  not  going 
to  have  a financial  wage  loss  in  dealing  with  us. 

Senator  Bryan.  You  know,  parenthetically,  we  do  that  at  the  mu- 
nicipal court  in  dealing  with  traffic  citations  and  violations. 

I mean,  that’s  a very  helpful — again,  it’s  not  going  to  revolution- 
ize the  system,  but  it  will  make  it  more  friendly  to  the  taxpayer. 

Witness  No.  3,  specifically  anything  that  you  would  call  to  our 
attention  that  we  can  do  structurally  by  way  of  enactment  or  by 
the  appropriation  process? 

Witness  No.  3.  I agree  with  No.  2 in  that  you  need  an  independ- 
ent advocate,  somebody  outside  the  Service  so  someone  who  is  not 
beholding  to  people  within  the  Internal  Revenue  Service  for  his  job, 
for  his  evaluation,  for  his  budget. 

And  I also  agree  that  it’s  going  to  have  to  be  something  that  is 
accessible  to  low  and  middle-income  people  who  cannot  afford  rep- 
resentation. Even  $500  or  $1,000  is  a lot  of  money. 

Senator  Bryan.  Sure  it  is. 
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Witness  No.  3.  To  people  who  have  a middle  income  and  a fam- 
ily to  support.  And  these  people  have  no  idea  really  how  to  do  it 
themselves. 

So  this  advocate  is  really  going  to  have  to  be  acting  on  behalf  of 
these  taxpayers. 

Senator  Bryan.  Does  the  concept  that  Senator  Breaux  just  talked 
about,  the  ombudsman,  is  that  what  essentially  you  have  in  mind? 

Witness  No.  3.  That,  yes. 

Senator  Bryan.  I appreciate  that.  Thank  you  very  much. 

Witness  No.  4. 

Witness  No.  4.  Initiatives  change  on  a regular  basis. 

Senator  Bryan.  Yes. 

Witness  No.  4.  And  this  makes  it  extremely  difficult  for  agents 
to  perform  their  duties  and  do  a good  job. 

So  I think  things  need  to  be  simplified.  I think  that  would  help 
a lot. 

Senator  Bryan.  Can  you  be  a little  bit  more  specific? 

I don’t  think  there  is  a single  member  on  this  committee  who 
would  not  agree  with  that  proposition  or  a single  American  citizen. 

But  simplification  like  beauty  tends  to  be  in  the  eye  of  the  be- 
holder. And  although  I am  a strong  supporter  of  the  provisions  that 
we  enacted  earlier  this  year,  no  one  could  contend  that  our  actions 
earlier  this  year,  bipartisan  though  they  were  in  this  committee 
under  the  capable  leadership  of  the  chairman  of  the  ranking  mem- 
ber, they  have  certainly  not  been  simplifying  the  tax  code. 

They  have  frankly  made  your  job  more  difficult.  If  you  got  110 
million  calls  last  year,  after  what  we  did,  I predict  that  you  will 
have  150  million  calls  this  year. 

So  can  you  be  more  specific  than  just  simplifying?  I don’t  dis- 
agree with  you. 

Witness  No.  4.  The  way  that  we  do  business,  I think  we  have 
so  many  different  ways  of  getting  the  information  out  to  the  field. 

We  have  E-mail.  We  have  memorandums.  We  have  the  manual. 
It’s  just  it  is  no  way  you  keep  up  with  things. 

And  I think  you  could  ask  six  employees  within  the  same  office 
how  to  do  something,  and  you  would  get  a different  answer  from 
all  of  them.  That’s  how  rapidly  the  procedures  change. 

Senator  Bryan.  I thank  you. 

Witness  No.  5. 

WITNESS  No.  5.  Most  of  the  abuse  that  occurs  against  taxpayers 
occurs  because  of  the  initiative  that  upper  management  has  taken 
to  enforce  their  particular  position  or  views  as  to  how  the  tax  laws 
are  to  be  carried. 

If  you  were  to  establish  a separate  entity  by  which  misconduct 
or  ethics  violations  within  management  or  at  the  employee  level 
could  be  reported  and  then  investigated  without  the  influence  of 
upper  management,  then  I think  that  we  would  see  a tremendous 
improvement  toward  the  treatment  of  taxpayers. 

Senator  Bryan.  Now,  I take  it  this  is  your  Internal  Security  posi- 
tion. Is  that  currently  the  function  that  ostensibly  performs  that  re- 
view? 

Witness  No.  5.  Yes. 


Senator  Bryan.  And  that,  as  some  of  you  have  testified,  is  fatally 
flawed  in  your  judgment  because  it’s  not  truly  independent.  It’s 
subject  to  the  pressures  of  management,  the  same  people. 

Witness  No.  5.  Correct. 

Senator  Bryan.  So  in  other  words,  if  we  could  build  in  some  kind 
of  structure  to  provide  a greater  measure  of  independence  and  sep- 
aration, and  you  believe  that  would  be  helpful. 

Witness  No.  5.  Yes,  I do. 

Senator  Bryan.  That’s  a very  helpful  comment.  Thank  you  very 
much. 

Witness  No.  6. 

Witness  No.  6.  Senator  Bryan,  I would  agree  that  separating 
and  making  the  Inspection  Division  more  independent  would  be 
very  important. 

Separating  the  criminal  and  the  civil  tax  divisions  would  also 

help  public  perception  of  the  service.  And 

Senator  Bryan.  Could  I get  you  to  amplify  on  that,  Witness  No. 

6? 

I am  familiar  as  one-time  lawyer,  but — that  there  is  a difference 
between  the  two  divisions. 

But  when  you  are  talking  about  separating  the  divisions,  can  you 
be  a little  bit  more  specific  as  to  what  you  would  propose? 

Witness  No.  6.  What  I would  suggest  is  having— this  country 
has  to  have  a tax  collection  agency,  no  matter  what  you  call  it, 
whether  you  call  it  the  IRS  or  the  bureau  of  revenue. 

Senator  Bryan.  Correct. 

Witness  No.  6.  You  have  to  have  to  have  a tax  collection  agency, 
but  make  it  a civil  agency  not  a criminal  agency. 

Canada  is  a civil  agency.  It  is  not  a criminal  agency.  And  then, 
have  a division  within  the  Treasury  where  criminal  tax  violations, 
gross  criminal  tax  violations  are  then  investigated  and  pursued, 
not  wearing  that  same  hat  as  an  IRS  agent. 

That  is  what  intimidates  the  hell  out  of  people. 

Senator  Bryan.  It  scares  the  hell  out  of  me.  [Laughter.] 

Witness  No.  6.  I would  also  commend  this  committee  for  the  ini- 
tiative its  taken  in  its  oversight  efforts. 

Senator  Moynihan  said  that  it  hadn’t  been  done  in  20  years.  I 
think  it  needs  to  be  done  much  more  often. 

Senator  Bryan.  Did  I interrupt  you  when  I asked  you  to  further 
explain  the  separation  concept  that  you  were  advocating  between 
civil  and  criminal? 

You  were  about  ready  to  say  something  else.  And  rudely  I inter- 
rupted you,  but  I didn’t  want  to  miss  the  point. 

Witness  No.  6.  The  only  thing  I was  going  to  suggest  was  again 
the  Inspection  Division  be  moved  and  separated  from  that  inbreed- 
ing and  cozy  relationship  that  it  shares  with  IRS  management. 

Senator  Bryan.  No.  We  are  talking  about  the  Inspection  Division 
and  the  Internal  Security.  Is  that  one  and  the  same?  Or  are  those 
two  different  functions? 

WITNESS  No.  6.  Okay.  The  Inspection  Division  is  the  parent  or- 
ganization which  is  made  up  of  Internal  Audit  and  Internal  Secu- 
rity. 

Internal  Security  is  the  criminal  investigative  arm.  Internal 
Audit  does  the  management  control  reviews. 
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Senator  Bryan.  Thank  you  very  much. 

Thank  you,  Mr.  Chairman.  I think  our  witnesses  have  been  very 
helpful.  And  I thank  them. 

The  Chairman.  Thank  you,  Senator  Bryan. 

Senator  Rockefeller. 

Senator  Rockefeller.  Thank  you,  Mr.  Chairman.  I would  very 
much  agree  with  something  that  Senator  Murkowski  said  when  he 
was  here. 

And  that  is  that  part  of  the  ways  I think  we  can  be  helpful  is 
to  simplify  the  tax  code.  I mean,  I think  that  the  piles  and  piles 
of  paper. 

The  budget  bill  we  passed  last  year,  I think  we’ve  added  800  new 
pages.  In  other  words,  Congress  itself  makes  your  job  more  dif- 
ficult. 

I am  also  very  aware  of  the  fat  that  we  are  all  Federal  employ- 
ees. We  are  called  Senators.  You  are  called  IRS  employees,  but  we 
are  all  public  employees. 

And  therefore,  we  all  have  a responsibility  to  do  everything  that 
we  can  to  protect  the  rights  of  the  taxpayers  and  to  make  the  job 
of  government  working  better — work  better.  And  that’s  more  easily 
said  than  done. 

I’ve  been  through  this  recently  in  an  unrelated,  but  in  some  ways 
related  manner  with  the  Department  of  Defense  on  the  Persian 
Gulf  War  veterans  and  their  so-called  mystery  illness  syndrome 
which  I think  is  certainly  an  illness,  but  certainly  no  mystery,  but 
it’s  still  referred  to  as  that. 

And  trying  to  get  the  Department  of  Defense  to  admit  what  they 
clearly  had  done  wrong  and  withheld  from  the  public  was  an  ex- 
traordinary process. 

The  culture  of  bureaucracy,  it’s  just  stunning.  It’s  terrifying. 

And  frankly,  if  we  hadn’t  had  in  the  veterans  committees  hear- 
ings, such  as  Chairman  Roth  and  ranking  member,  Senator  Moy- 
nihan,  are  having,  I don’t  think  we  would  be  any  farther  along  in 
helping  the  100,000  or  so  sick  Persian  Gulf  veterans  who  got  sick 
through  no  fault  of  their  own,  but  through  frankly  actions,  unwise 
actions  on  the  part  of  the  government. 

If  we  hadn’t  had  those  hearings,  nobody  would  be  any  better  off. 

So  I think  these  hearings  are  very,  very  important  and  what 
you’re  saying,  just  the  act  of  what  you’re  saying  which  I take — 
which  I believe  is  important. 

Now,  but  the  other  side  of  the  coin  is  that  as  public  servants,  we 
all  are  responsible.  I mean,  I’m  accountable  to  the  people  I rep- 
resent which  are  particularly  the  people  in  West  Virginia,  but  in 
the  larger  sense  the  people  in  the  country.  And  so  are  you. 

And  we  all  have  certain  procedures  to  follow,  you  know,  ways  in 
which  we  are  meant  to  try  to  bring  things  forward  into  the  public 
light,  such  as  the  abuses. 

And  I’m  struck  because  some  of  you  have  been  with  the  IRS  a 
long  time.  Others  have  been  employed  more  recently. 

But  I’m  struck  that  you  have  not  talked,  I don’t  think,  about  hav- 
ing made  these  complaints  yourself  to  your  supervisors. 

And  let  me  explain  just  a bit.  There’s  a hotline,  for  example,  that 
is  anonymous  that  could  be  used.  Now,  it  might  end  up  in  nothing. 

But  have  any  of  you  ever  used  the  hotline  at  the  IRS? 


Witness  No.  4,  well,  you  said  it.  You  said,  yes.  Was  there  any  re- 
sponse to  that? 

Witness  No.  4.  Absolutely  not.  I’ve  reported  things  on  several 
occasions.  And  it  was  just  swept  under  the  rug.  So  I don’t  think 
it’s  working. 

Senator  Rockefeller.  All  right.  Have  you— have— all  of  you  I 
assume  then  have  made  complaints  directly  to  your  supervisors  or 
to  senior  management  about  abuses  that  you  saw  taking  place  to- 
wards the  taxpayer? 

Witness  No.  3.  Everything  I’ve  said  before  you,  I have  said  to 
my  superiors. 

Senator  Rockefeller.  All  right.  And  from  that,  let  me  draw  this 
conclusion,  too.  It  will  appear  to  the  public  as  though  you  are  in 
a sense  about  to  sacrifice  your  jobs  or  have  your  heads  cut  off  be- 
cause you  are  surrounded  by  screens  and,  you  know,  you’re  not 
known. 

I would  argue  you’re  probably  the  safest  people  at  the  IRS,  the 
safest  six  people  that  exist  because  if  we  don’t  now,  we  will  all 
know  who  you  are. 

And  I just  wonder  about  all  the  IRS  employees  who  are  off  sick 
today  and  if  there  are  people  who  are  worried  about  whether  they 
are  up  here  testifying. 

I think  you’re  very  safe,  you  see.  In  other  words,  I don’t  consider 
you’re  taking  a risk.  I consider  you’re  doing  something  which  is  pa- 
triotic. You  want  to  do  something  for  the  IRS. 

But  I don’t  consider  you’re  putting  yourself  at  risk.  You  may  I 
don’t. 

There  is  something  called  the  Whistleblower’s  Act.  And  the  Whis- 
tleblower’s Act,  well,  even  within  the  IRS  itself,  it  says  there  is  a 
requirement  that  all  IRS  employees  are  to  report  promptly  and  di- 
rectly to  the  Inspection  Service  or  the  Treasury  Inspector  General. 

Have  any  of  you  reported  to  the  Treasury  Inspector  General? 

Witness  No.  3.  Yes.  And  I could  tell  you  what  it  was.  It  was  our 
director,  when  they  merged  the  three  districts,  was  going  to  lose 
his  job. 

This  was  common  knowledge  that  they  had  on  the  books  a new 
district  office  for  him  with  a nice  suite  of  executive  offices  for  his 
staff. 

When  they  announced  that  there  was  not  going  to  be  a district 
there,  he  went  right  ahead  and  built  or  had  GSA  build  that  district 
office  which  is  now  having  to  be — they’ve  vacated  part  of  it. 

GSA  is  still  paying  rent  on  the  whole  building.  And  they’re  going 
to  have  to  renovate  it  in  order  to  rent  it  to  other  tenants.  And  * 
don’t  think  GSA  has  any  other  tenants.  1 

Senator  Rockefeller.  Okay.  I understand  what  you’re  sayi'  t 
The  National  Commission  which  we’ve  been  discussing  here  > 
ducted  over  300  field  interviews  with  IRS  employees. 

And  they  evidently  came  away  with  the  impression,  the  c 
impression  of  competent,  hard-working  people  who  wantecL 
liver  a high-quality  product  to  the  American  taxpayer,  page " 

They  also  concluded  the  agency  has  spent  significant  ' 
educating  personnel  to  treat  taxpayers  fairly. 
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And,  as  I understand  it,  the  commission  found  very  few  examples 
of  IRS  personnel  abusing  power.  Now,  this  is  Senator  Kerrey’s 
Commission. 

I’m  trying  to  get  a sense  here  of  what  our  mutual  obligations  are. 

I think  we  have  to  help  you  do  your  jobs  better. 

I think,  you  know,  the  Whistleblower  Protection  Act  of  1989 
came  out  of  precisely  situations  like  this  that  if  people  came  for- 
ward and  stated  your  complaints  because  you’ve  been  rebuffed  by 
your  supervisor  or  you’ve  been,  you  know — which  all  of  us  have. 

I worked  for  the  executive  branch  of  government  for  4 years.  And 
I was  rebuffed  by  my  supervisor,  but  I wasn’t  dealing  with  tax- 
payers like  you  are  in  the  same  manner. 

Have  any  of  you  considered  using  the  Whistleblower  Act  which 
provides  specific  protections  for  whistleblowers? 

Witness  No.  2. 

Witness  No.  2.  I would  just  like  to  advise  you  that  the  Office 
of  Special  Counsel  has  about  a year  backlog  in  looking  at  those 
complaints  when  somebody  makes  one. 

And  I have  known  other  people  who  have  called  the  IG  hotline 
numbers  where  they  have  caller  ID  and  were  able  to  call  the  per- 
son back  at  his  number  for  additional  information. 

So  there  is  some  weaknesses  and  loopholes  in  this  umbrella  that 
people  report  things  to. 

Senator  Rockefeller.  I understand  what  you’re  saying.  In  other 
words,  if  you  use  the  hotline  there  may  not  be  a change. 

What  I was  referring  to  was  the  whistleblower  procedure. 
Witness  No.  2.  I said  that  has  about  a years  backlog  when  a 
person  makes  a complaint. 

Senator  Rockefeller.  All  right.  But  does  that  make  it 

Witness  No.  2.  The  office  is  either  under  staffed  or 

Senator  Rockefeller.  But  I think  Witness  No.  1 said  that  this 
process  of  abuse  of  taxpayers  has  been  going  on  for  25  or  35  years. 

So  in  other  words,  a year  is  a long  time.  But  25  or  35  years  is 
a lot  longer.  I would  like  to  have  seen  some  of  these  reports  of 
abuse  come  to  light  sooner  through  procedures  like  internal  IRS  re- 
porting or  whistleblower  protection. 

I’m  just  trying  frankly  and  honestly  to  search  out  how  can  I as 
a Senator,  how  can  IRS  employees  as  employees,  but  Federal  public 
servants  pay  their  salaries,  paid  by  the  taxpayers,  how  is  that  we 
can  bring  forward  these  matters  without  having  to  have,  you  know, 
something  of  this  sort. 

If  it’s  not  possible,  then  something  of  this  sort  we  must  have. 

But  it  seems  to  me  that  you  all  have  an  obligation  to  press. 

If  you’re  angry  enough  to  come  here,  you  must  have  been  just  as 
angry  55  other  times  or  more  over  the  last  5,  10,  25,  35  years. 

How  do  you  see  your  responsibility  in  terms  of  protecting  the  tax- 
payer from  abuse  by  the  IRS? 

Maybe,  I will  just  ask  Witness  No.  3. 

Witness  No.  3.  What  was  the  question  again? 

Senator  Rockefeller.  The  question  was,  how  do  you  see  your 
responsibility  in  terms  of  protecting  the  taxpayer? 

I mean,  is  it  required  that  you  have  to  wait  for  a hearing  like 
this  with  lots  and  lots  or  camera  that  are  just  photographing  the 
back  of  the  empty 


Witness  No.  3.  Well 

Senator  Rockefeller.  How  do  you  this? 

Witness  No.  3.  Lots  of  times,  you  can  just  do  it.  I’ve  intervened 
with  other  collection  officers  when  I thought  that  they  were  mis- 
handling a case  or  treating  the  taxpayer  badly. 

And  then,  lots  of  times,  they  will  listen.  And  they’ll  straighten  it 
out. 

Senator  Rockefeller.  And  they 

Witness  No.  3.  Most  of  the  people  I work  with  are  the  finest 
folks  in  the  world.  We  have  some  SOBs,  but  most  of  the  folks  are— 
would  make  friends,  neighbors. 

Senator  Rockefeller.  No.  I understand.  I understand. 

Mr.  Chairman,  I would  end  simply  by  two  things  which  I would 
like  to  put  into  the  record.  One  is  the  Internal  Revenue  Service  em- 
ployees disciplinary  action. 

In  other  words,  it  just  says  how  much  disciplinary  action  has 
been  applied  towards  IRS  employees  as  a whole. 

And  it  lists  eight  different  categories  of  punishment.  And  in 
1997,  there  were  172  out  of  102,000  employees. 

That’s  one  thing  I would  like  to  answer — put  into  the  record.  In 
other  words,  my  point  there,  is  the  panel  the,  you  know — because 
there  are  other  forms  of  penalty  than  punishment. 

And  I understand  that.  There  is  a sort  of  bureaucratic  psychology 
punishment.  And  I understand  that. 

But  the  other  thing  I would  like  to  put  in  the  record  is  a letter 
from  the  Deputy  Secretary  of  Treasury,  Lawrence  Summers,  in 
which  he  describes  a variety  of  things  that  they  are  doing. 

And  it  makes  an  interesting  point.  It  says,  “Not  a single  staff 
member  or  member  of  Congress  expressed  any  concern  about  the 
IRS’  use  of  revenue  measurement.”  That  is  the  so-called  enforce- 
ment matters  we  are  talking  about  here,  “or  suggested  there  should 
be  less  emphasis  on  revenue-related  goals.” 

That  is  a way  I think  of  my  saying  that  I bear  responsibility.  We 
all  bear  responsibility  for  what’s  happening. 

And  that  I think  in  a mature  and  methodical  way,  we  have  to 
get  the  management  to  understand  we  have  to  get  somebody  to  run 
the  agency,  get  that  person  appointed,  and — because  we  don’t  want 
to  see  the  Persian  Gulf  experience  repeated. 

And  I don’t  think  you  do.  I know  I don’t.  And  I think  working 
together  intelligently,  we  can  make  a lot  of  improvement. 

And  so  I submit  these  two  for  the  record. 

The  Chairman.  Without  objection. 

[The  information  submitted  by  Senator  Rockefeller  appears  in 
the  appendix.]  , 

The  Chairman.  Senator  Baucus.  3 

Senator  Baucus.  In  going  through  all  this,  my  question — I haat 
several  questions.  The  first  is  other  than  retribution  or  reignin 
the  numbers,  what  other  actions  has  management  taken  to  t0 
motivate  personnel? 

I’m  talking  about  on  a positive  basis.  That  is  praising  peo'  a so 
do  a good  job. 

I mean,  is  there  some  way  to  motivate  people  other  th  3ibil- 
numbers  or  through  a peer  factor? 
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I am  just  curious  the  degree  to  which  the  agency  has  spent  a con- 
siderable amount  of  time  in  trying  to  figure  out  a positive  way  to 
motivate  people  into  better  performance. 

Witness  No.  6.  Senator,  I wish  I could  say  that  there  was  posi- 
tive motivation.  But  the  only  factor  that  is  used  is  fear. 

Senator  Baucus.  Would  most  of  you  agree  with  that?  Is  there 
anybody  who  disagrees  with  that? 

Okay.  There’s — yes,  No.  5. 

WITNESS  No.  5.  Although  fear  has  been  used  to  motivate,  the 
fear  is  coming  from  upper  management. 

Our  first-line  managers  in  the  district  in  which  I work,  there  are 
a couple  of  excellent  managers  who  have  a method  of  dealing  with 
employees  fairly. 

They  look  at  their  cases.  They  praise  them  when  praise  them 
when  praise  is  due.  They  criticize  them  when  criticism  is  due. 

These  managers,  however,  are  very  outspoken  when  they  see  tax- 
payer abuse.  They  have  been  very  vocal  to  upper  management. 

Upper  management  has  now  targeted  them  and  has  made  it 
clear  that  because  of  their  lack  of  support  of  upper  management’s 
position  in  dealing  with  issues  like  this,  they  will  not  be  tolerated 
for  future  employment. 

Senator  Baucus.  Is  there  general  agreement  that  more  of  the 
problem  is  so-called  upper  management  than  lower  management? 
Witness  No.  5.  Yes. 

Senator  Baucus.  You  all  in  general  agreement. 

Now,  what  do  you  mean?  Could  you  describe  for  us,  define  upper 
management?  Who  is  upper  management?  What  are  we  talking 
about  here? 

Witness  No.  5.  Within  my  district,  we  would  define  the  upper 
management  as  anybody  above  the  first-line  manager. 

Senator  Baucus.  Anybody  above  the  first-line  manager. 

Could  anybody  else  add  a little  more  flesh  and  blood  to  that? 
Witness  No.  2.  Grade  15. 

Senator  Baucus.  Grade  15. 

Witness  No.  6.  And  above. 

Senator  Baucus.  And  above. 

And  how  many  upper  managers  are  we  talking  about?  Roughly, 
how  many  are  there? 

Witness  No.  2.  Half  a dozen  or  so  just  within  the  region. 

Senator  Baucus.  In  the  country,  how  many?  You  know,  some- 
body? You  must  have  some  idea,  a rough  guess,  just  rough? 

[No  response.] 

Senator  Baucus.  You  don’t  know. 

WITNESS  No.  6.  Fifteen’s  and  above,  I’d  say  50  to  100. 

Senator  Baucus.  Roughly,  50  to  100  upper  management.  Okay. 
Now,  another  point  strikes  me,  very  often  when  there  is  a prob- 
lem, Congress  holds  a hearing  maybe  like  this. 

We  pass  a law  hopefully  to  correct  the  problems.  And  often,  not 
much  happens  for  lots  of  reasons,  primarily  culture  inertia.  That 
is  that  the  bureaucracy  is  just  too  big  and  large  that  not  a lot  hap- 
pens. 

I’m  concerned,  although  these  hearings  are  very  good  and  al- 
though we  ought  to  pass  some  legislation  that’s  going  to  help,  po- 
tentially correct  some  of  this,  and  although  I suppose  soipe  senior 


management  listening  on  this  are  going  to  try  to  perform  a little 
bit  and  issue  some  directives  and  so  and  so  forth,  but  maybe  not 
a lot  is  going  to  happen  that’s  positive  as  a consequence  of  all  this. 

And  after,  you  know — and  that  is  after  about  two  or  3 months, 
five  to  6 months,  it  will  be  business  as  usual. 

And  it  seems  to  me  that  in  order  to  prevent  business  as  usual, 
one  way  is  to  have  a very  strong  independent,  very  independent 
sort  of  inspector  general  who  lots  of  powers,  who  can  go  in  and  get 
the  information  he  or  she  needs,  and  who  is  truly  independent  of 
the  Service  and  similar  to  some  of  the  IGs  and  perhaps  some  of  the 
departments. 

I’d  like  maybe  No.  6 to  comment  on  the  degree  to  which  we  need 
a stronger,  more  powerful,  more  independent  inspector  general. 

Witness  No.  6.  You  are  preaching  to  the  choir  when  it  comes  to 
that  suggestion.  I think  that  a strong,  fully  funded,  independent  in- 
spector general  could  only  help. 

Senator  Baucus.  And  how  much  would  that  help? 

Say  we’ve  got — say  we  have  just  what  you  want,  how  much 
would  that  help? 

Witness  No.  6.  As  long  as  it’s  not  the  same  inbreeding  that  we 
have  now,  as  long  as  it’s  a different  independent  organization. 

Senator  Baucus.  Yes.  Independent,  you  know,  lots  of  powers,  you 
know,  basically  what  you  would  like  to  set  up  yourself,  how  well 
would  that  work? 

How  much  of  that  would  solve  the  problems  we’re  now  talking 
about? 

Witness  No.  6.  I can’t  say  it’s  going  to  be  a panacea  and  solve 
all  our  problems,  but  it’s  better  than  the  current  situation. 

Senator  Baucus.  But  you  do  think  that’s  probably  the  essential 
condition.  That  is  we  need  to  do  something  like  that  so  we’re  not 
always  back  here. 

Witness  No.  6.  Yes,  sir,  I do.  But  I also  think  that  as  long  as 
the  IRS  knows  that  they’re  accountable  and  that  other  people  are 
watching  and  that  there  is  strong  oversight,  many  of  these  abuses 
and  lapses  of  ethics  won’t  take  place. 

Senator  Baucus.  Does  anybody  have  any  other  comment  on  that 
subject? 

[No  response.] 

Senator  BAUCUS.  You  generally  agree  with  No.  6? 

Witness  No.  5.  I believe  that  if  upper  management  knows  that 
they  will  be  held  accountable,  that  there  will  be  penalties  to  pay 
for  their  infractions,  then  things  will  change. 

As  it  stands  right  now,  upper  management  knows  that  if  there 
is  an  inspection  issue  that  comes  up  in  which  they’ve  been  reported 
for  wrongdoing  that  their  manager  will  support  them  and  ask  that 
inspection  disregard  the  issue  and  overlook  it. 

If  you  have  an  independent  agency,  then  they  are  not  going  to 
disregard  the  issue. 

Senator  Baucus.  You,  No.  6,  used  the  word  that  I think  is  also 
important  here.  And  that  is  “oversight.” 

I believe  that  Congress  generally  fails  at  one  of  its  responsibil- 
ities. And  that  is  oversight. 
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That  we  have  lots  of  hearings,  lots  of  new  legislation,  passed  lots 
of  legislation  out  of  committees  and  so  forth,  but  we  do  not  do 
enough  oversight. 

And  by  oversight,  I mean,  calling  up  some  of  these  Grade-15 
folks  and  asking  them  about  this  and  that,  so  on  and  so  forth  with 
significant  frequency. 

Again,  I would  like  your  comment  on  the  degree  to  which  that 
might  help  us  prevent  from  us  buying  ourselves  6 months  from 
now  from  doing  business  as  usual. 

WITNESS  No.  6.  If  upper  management  knew  that  they  could  not 
hide  behind  the  shield  of  taxpayer  secrecy  every  time  a member  of 
this  body  called  them  and  that  they  would  be  personally  held  ac- 
countable, I think  that  would  go  a long  way  to  moving  this  issue 
along. 

Senator  BAUCUS.  No.  2. 

Witness  No.  2.  No.  6 stole  my  words.  Disclosure  is  a big  prob- 
lem. You  have  to  have  access  to  the  information  to  be  able  to  delve 
into  complaints,  number  one. 

And  then,  the  people  responsible  for  the  abuse  have  to  be  held 
accountable.  They  need  to  pay  for  their  own  attorney. 

The  governmenFa  fiords  managers  an  attorney  because  the  agen- 
cy has  something  to  protect.  And  maybe,  managers  would  think 
twice  about  following  the  regulations. 

Senator  Baucus.  Mr.  Chairman,  I don’t  have  anymore  questions. 

I want  to  thank  all  of  you  very  much  for  the  service  you’re  per- 
forming here.  It’s  you’re  true  Americans. 

We  live  in  a democracy.  You’re  doing  what  people  in  a democracy 
should  do.  And  I very  much— and  I think  I can  speak  for  the  entire 
committee  and  say  how  much  we  thank  you  for  all  of  your  efforts. 

And  it’s  my  hope,  Mr.  Chairman,  too,  that  we  can  in  legislation 
that  we  hopefully  will  pass  provide  for  a very  strong,  independent 
IG  or  something  similar  because  that  will  help. 

And  it’s  also  my  hope  that  we  can  have  some  much  more  fre- 
quent oversight  hearings  because  I do  believe  oversight  is  a good 
part  of  the  solution  here.  Thank  you. 

The  Chairman.  Well,  I would  say  to  my  distinguished  friend  and 
colleague,  of  course,  that’s  the  reason  I began  these  oversight  hear- 
ings now. 

Senator  Baucus.  Right.  And  I compliment  you  for  that. 

The  Chairman.  I agree  very  strongly  that  there  should  be  contin- 
ued monitoring  of  the  organization  to  ensure  that  it  is  operating  as 
intended  by  the  Congress  and  by  the  President. 

Senator  Baucus.  Thank  you. 

The  Chairman.  I would  also  say  that  as  one  who  is  very  much 
involved  creating  the  inspector  generals,  I think  that  is  also  some- 
thing that  needs  to  be  looked  upon  because  there  has  to  be  some 
independent  check  to  ensure  that  the  agency  is  functioning  as  in- 
tended. 

Senator  Baucus.  Mr.  Chairman,  if  I might  ask  one  more  ques- 
tion if  possible  very  briefly? 

The  Chairman.  Sure. 

Senator  Baucus.  And  this  might  not  be  appropriate  because  the 
sponsor  is  not  here.  And  that  is  your  judgment  of  the  degree  to 
which  the  proposed  commission  to  oversee 


Senator  KERREY.  Yes. 

Senator  Baucus.  Is  a solution  to  this  problem. 

Witness  No.  1.  This  is  Witness  1.  I am  from  the  outside.  I rep-  7^ 
resent  taxpayers  before  the  IRS.  And  I don’t  see  how  the  restruc- 
turing is  going  to  protect  taxpayers  from  abuse. 

As  another  has  said,  there  is  always  going  to  be  IRS  collections. 

And  as  long  as  you’ve  got  people  out  there  enforcing  collections, 
you’re  going  to  have  abuse. 

The  restructuring  I don’t  believe  is  going  to  help  protect  tax- 
payers from  abuse. 

Senator  Kerrey.  Mr.  Chairman,  just  in  the  interest  of  wanting 
to  respond,  first  of  all,  the  bill  that  we’ve  introduced  has  govern- 
ance and  management  as  the  first  section.  The  third  section  is  pro- 
tection and  rights. 

There  is  much  more  in  the  bill  than  just  the  restructuring. 

And  I have  here  a letter  that  the  Deputy  Treasury  Secretary 
Summers  has  written  to  Senator  Rockefeller,  saying  thaTnot  asin- 
gle  staff  member  has  asked  about  use  of  revenue  measurements  as 
goals,  as  has  been  mentioned  by  a number  of  these  employees. 

The  letter  says,  “Not  a single  staff  member  or  member  of  Con- 
gress expressed  any  concerns  about  the  IRS’  use  of  revenue  meas- 
urements or  suggested  there  be  less  emphasis  on  the  revenue 
measurement  goals.” 

That  simply  isn’t  true.  Our  commission  both  staff  and  members 
and  in  our  final  report  called  for  a complete  redesign  of  this  sys- 
tem. 

He  is  saying  essentially,  we  sent  a report  to  Congress  and  Con- 
gress didn’t  express  any  concern  about  the  use  of  measurement. 

And  I would  just — I would  say  that  that  makes  the  case  that  Hf  _ 
there  is  a bunker  mentality  over  there  trying  to  protect  the  status^ 
quo  rather  than  trying  to  engage  in  a useful  debate  about  how  to 
improve  the  system.  ' ” ' 

The  Chairman.  Let  me  just  intercede  once  again  because  time  is 
moving  on.  As  I started  to  say,  I think  an  independent  inspector 
general  is  one  approach  to  the  problem. 

There  is  no  question  that  there  have  to  be  some  checks  and  bal- 
ances built  into  the  system  that  do  not  exist  currently. 

I would  say  to  my  distinguished  colleagues  that  I think  it  is  a 
mistake  to  think  that  any  one  or  two  changes  are  going  to  make 
the  kind  of  cultural  change  that  I think  is  necessary. 

It’s  going  to  be  important  to  look  at  the  organization. 

I commend  the  Commission  for  what  it  did.  And  I think  that’s 
something  that  we  are  going  to  have  to  wrestle  with  in  the  very 
near  future. 

I think  we  have  to  do  something  about  correcting  the  computer  -$P" 
problem.  ' * ~~ 

t he  availability  of  information  and  data  to  this  committee  is  an 
important  part  of  opening  up  the  system. 

But  I have  to  say  that  by  coming  here  today,  I think  what  you 
people  have  demonstrated  beyond  question  that  much  of  the  prob- 
lem is  management,  that  there  has  to  be  a change  in  the  outlook 
of  the  organization.  It  is  not  right  for  this  agency  to  look  upon  itself 
as  a law  enforcement  agency — as  too  many  people  currently  do. 
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Yes,  there  are  some  areas  in  which  that  is  the  agency’s  respon- 
sibility, and  its  duty.  But  its  primary  responsibility  is  to  serve  the 
American  people,  the  taxpayer,  and  I believe  this  is  something  of 
which  we  must  never  lose  sight. 

I want  to 

Senator  Moynihan.  Mr.  Chairman,  can  I make  just  one  com- 
ment? 

The  Chairman.  Oh,  yes,  of  course. 

Senator  Moynihan.  Just  that  it  is  my  experience,  it’s  curious 
that  you  always  learn  something  if  you  ask  how  they  do  it  in  Can- 
ada? 

And  sometimes,  you  know,  it’s  better  and  sometimes  not,  but  you 
learn  something. 

Revenue  Canada  is  not  a law  enforcement  agency  at  all.  Law  en- 
forcement is  done  by  their  equivalent  department  of  justice  if  they 
decide  that  there  is  some  legal  action  needs  to  be  taken. 

The  Chairman.  Perhaps,  you  and  I should  go  to  Canada  and  look 
at  the  system. 

Senator  Moynihan.  It  would  be  called — as  long  as  the  weather 
is  bad,  we  can  get  away  with  it.  [Laughter.] 

The  Chairman.  But  I want  to  thank  each  one  of  you  for  being 
here  today.  I think  you  can  see  the  interest,  the  questions  that  you 
have  made  a very,  very  real  contribution  to  good  government  and 
that  you  have  demonstrated  that  this  is  an  agency  that  needs 
change. 

We  all  seek  the  same  thing.  And  that  is  constructive  reform.  I 
want  to  commend  you. 

I have  to  say  I disagree  with  those  who  say  that  you  have  no  rea- 
son to  fear.  I will  assure  you 

Senator  Moynihan.  Well,  if  they  do,  they  can  always  call  you, 
can’t  they? 

p"  The  Chairman.  They  can  always  call  you  and  the  distinguished 
ranking  member,  as  well  as  members  of  the  committee  because  you 
have  done  two  things. 

You’ve  made,  as  I said,  a major  contribution  to  good  government. 
And  you  also  have  demonstrated  that  by  your  presence  and  by  your 
testimony  that  the  vast  majority  of  Federal  employees  are  good, 
hard-working  American  citizens. 

And  I just  want  to  thank  you  for  your  contribution. 

We  now  have  to  clear  the  hearing  room  to  allow  the  witnesses 
to  exist.  I ask  the  witnesses  to  remain  seated  until  directed  to  exit 
by  the  Capitol  police. 

I would  ask  that  the  Capitol  police  clear  the  room  at  this  time. 

I would  ask  that  the  cameras  be  turned  away  from  the  dias. 
There  would  be  no  photographs  or  video  recording  of  the  witnesses 
leaving  the  room  or  building. 

And  it’s  my  intent  to  reconvene  the  committee  at  1:00  o’clock. 

[Pause.] 

The  Chairman.  Again,  I would  ask  that  all  the  cameras  be 
turned  away  from  the  dias. 

[Whereupon,  at  12:27  p.m.,  the  hearing  was  recessed  and  recon- 
vened at  1:15  p.m.] 
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SENATOR  FROM  DELAWARE,  CHAIRMAN,  COMMITTEE  ON  FI- 
NANCE 


The  Chairman.  The  committee  will  please  be  in  order.  Before  I 
welcome  our  next  witness,  I want  to  take  a moment  to  express  our 
sincere  appreciation  for  the  witnesses  who  have  testified  thus  far. 

These  hearings  would  have  been  impossible  without  the  contribu- 
tions of  the  men  and  women  have  come  forward,  particularly  those 
who  work  on  the  front  lines  of  the  IRS  itself. 

These  witnesses  have  painted  a troubling  picture  of  the  one  gov- 
ernment agency  that  touches  all  our  lives. 

And  their  testimony  has  put  a tremendous  responsibility  on  the 
Senate  Finance  Committee,  the  committee  responsible  for  the  IRS. 

And  as  these  hearings  have  progressed,  I have  been  overwhelmed-" 
by  the  number  of  calls,  letters,  and  faxes  we  have  received. 

Americans  are  looking  to  us,  to  this  committee  to  ensure  that  in- 
tegrity and  fairness  are  the  foundation  of  the  IRS. 

We  have  identified  many  egregious  problems  these  last  3 days, 
problems  that  have  devastated  the  lives  of  honest  taxpayers,  prob- 
lems that  raise  serious  concerns  among  IRS  employees  themselves. 

Now,  this  certainly  is  not  the  purpose  of  the  Internal  Revenue 
Service. 

f But  as  Deputy  Treasury  Secretary  Lawrence  Summers  confirmed 
today,  there  is  a problem  within  the  culture  of  the  IRS. 

We  must  get  the  agency  back  to  its  mission  statement  to,  and  I 
quote,  perform  in  a manner  warranting  the  highest  degree  of  public 
confidence  in  the  IRS’  integrity,  efficiency,  and  fairness. 

Targeting  vulnerable  taxpayers,  treating  with  them  with  hostility 
and  arrogance,  using  unethical  and  even  illegal  tactics  to  collect 
money  that  sometimes  is  not  even  owed,  using  quotas  to  evaluate 
employees,  and  retaliating  against  men  and  women  who  work  with- 
in the  IRS  do  not  agree  with  this  mission  statement. 

It  is  behavior  that  not  only  is  unacceptable,  but  reprehensible. 
And  the  problems  we’ve  heard  are  multidimensional. 

1 The  solutions  will  require  a careful  study,  continued  oversight, 
and  a combined  bipartisan  effort,  an  effort  that  must  include  the 
Senate,  the  House,  the  Secretary  of  the  Treasury,  the  commis- 
sioner, taxpayers,  and  most  importantly  the  employees  of  the  IRS. 

Together,  we  must  work  for  a solution.  We  will  work  for  a solu- 
tion. And  I won’t  be  satisfied  until  Americans  see  a real  difference. 

As  long  as  I am  chairman  of  this  committee,  public  confidence  in 
our  tax  system  and  its  administration  will  remain  the  highest  pri- 
ority. 

Now,  after  3 days  of  often  emotional  hearings,  none  can  doubt 
that  serious  problems  exist. 

Those  few  who  still  may  be  in  denial  need  only  reread  or  review 
what  has  taken  place  in  this  committee  room.  We  have  listened  to 
disturbing  truth. 

Now,  let  these  hearings  begin  a process  that  leads  to  necessary 
and  lasting  change,  change  that  will  protect  the  taxpayer,  change 
that  will  create  a better  environment  for  employees  within  the 
agency,  and  change  that  will  emphasize  service  in  the  IRS. 

I would  now  like  to  welcome  the  Acting  Commissioner  of  the  In- 
ternal Revenue  Service,  Mr.  Michael  P.  Dolan. 
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Mr.  Dolan,  thank  you  for  testifying  today  to  provide  agency  in- 
sight into  the  troubling  problems  within  the  IRS. 

Now,  it  is  our  practice  in  these  oversight  hearings  to  swear  in  all 
witnesses. 

Will  you  please  rise? 

[Whereupon,  the  witness  was  duly  sworn.] 

The  CHAIRMAN.  Thank  you.  And  please  be  seated.  Mr.  Dolan, 
please  proceed. 

STATEMENT  OF  HON.  MICHAEL  P.  DOLAN,  ACTING  COMMIS- 
SIONER OF  THE  INTERNAL  REVENUE  SERVICE,  WASHING- 
TON, DC 

Mr.  Dolan.  Good  afternoon.  Mr.  Chairman  and  Senator  Gramm, 

I appreciate  the  invitation  to  come  on  this  the  third  day  of  hear- 

It  is  the  first  opportunity  I have  had  to  appear  before  the  Senate 
Finance  Committee  in  your  oversight  role. 

And  I think  I would  like  to  start  out,  if  you  will,  where  you  left 
off,  Mr.  Chairman. 

I don’t  come  here  in  denial.  And  I come  here  having  taken  you 
seriously  on  the  day  that  you  announced  these  hearings  and  on  the 
day  that  you  opened  this  week,  in  the  sense  that  I believe  that  the 
committee  looks  for  an  opportunity  to  help  solve  the  problems  that 
have  been  identified  both  this  week  and  that  collectively  we  know 

And  so  what  I hope  to  do  this  afternoon  is  offer  some  perspective 
on  how  it  is  I think  that  certainly  we  in  the  service  and  maybe  we 
collectively  have  the  capability  of  getting  at  some  of  the  issues  that 
have  been  identified  this  week. 

I also  guess  I have  to  tell  you  that  as  somebody  who  has  spent 
his  career  in  public  service  and  specifically  in  the  IRS,  these  have 
been  a very  painful  3 days,  painful  because  it  distresses  me  greatly 
to  see  the  mistakes  we’ve  made,  to  see  the  impacts  of  those  mis- 
takes, and  perhaps  more  distressed  to  sit  and  watch  this  morning’s 
testimony  where  men  and  women,  my  colleagues,  sat  before  the 
committee. 

And  even  where  I might  not  understand  the  facts  as  they  do  or 
where  they  might  have  a perspective  different  from  mine,  I couldn’t 
help  but  be  taken  by  the  seriousness  of  their  comments,  the  genu- 
ineness of  their  willingness  to  come  forward. 
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And  so  my  accounting  of  the  facts  almost  becomes  immaterial  to 
ie  extent  that  they’ve  got  that  concern. 

And  one  of  the  things  that  concern  me  is  in  the  questioning  that 


the  members  did  this  morning. 

There  seemed  to  be  a reluctance  on  whether  or  not  there  would 
be  a process  by  which  those  people  could  come  forward  and  perhaps 
share  more  insight  into  things  that  they  thought  needed  address- 
ing. 

, And,  Mr.  Chairman,  with  your  permission,  I would  like  to  work 
with  you  and  the  staff  to  find  some  way  either  through  the  inter- 
vention of  the  Treasury  Inspector  General  or  some  other  means  by 
which  we  can  invite  those  employees  and  any  other  employees  that 
have  been  in  contact  with  the  committee  to  come  forward  with  the 
things  that  we  should  hear  and  we  must  hear. 
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What  I would  like  to  do  at  the  beginning  though  is  stipulate  that 
in  the  course  of  the  week,  you  heard  from  taxpayers  whose  cases 
we  handled  very  badly. 

And  for  that,  as  I have  said  earlier  and  I say  today,  I am  extraor- 
dinarily sorry. 

As  I listened  to  the  statements  that  both  the  members  of  this 
committee  made  and  witnesses  during  the  week,  it  struck  me  that 
there  were  three  basic  themes  that  were  sounded  in  the  course  of 
the  week’s  hearings. 

The  first  one  is  clearly,  as  I said,  individual  cases  were  identified 
that  were  handled  badly.  It  caused  the  affected  taxpayers  to  suffer 
in  ways  they  should  not  have. 

. We  were  a part  of  disrupting  their  lives.  And  this  is  wrong. 
There’s  no  excuse  for  it.  It’s  unacceptable. 

The  second  theme  that  I think  I heard  this  week  has  to  do  about 
the  IRS  culture.  And  I think  the  discussion  that  we 

The  Chairman.  I’m  sorry.  The  what? 

Mr.  Dolan.  The  IRS  culture. 

The  Chairman.  Oh,  okay. 

Mr.  Dolan.  And  as  I at  least  listened  to  the  week’s  witnesses 
and  tried  to  glean  from  what  you’ve  heard,  it  strikes  me  that  those 
who  have  aslied  you  to  concentrate  on  the  culture  prompted  the 
question  of  whether  something  about  the  IRS  culture  indeed  causes 
us  to  deal  with  taxpayers  in  a callous  form,  an  overly  aggressive 
form,  or  perhaps  a form  of  even  more  seriousness. 

The  third  issue  that  strikes  me  that  came  out  in  the  course  of 
the  week  was  one  where  I would  lump  two  kinds  of  concern  I 
heard. 

One  was  on  basic  fairness.  And  that  was  manifest  in  the  form 
of  several  concerns  about  whether  smaller  taxpayers  as  contrasted 
with  larger  taxpayers  were  focused  on  disproportionately. 

And  the  second  part  of  that  fairness  issue  I think  had  to  do,  Mr. 
Chairman,  with  something  I think  you  mentioned  in  your  opening, 
the  business  of  quotas  and  goals. 

And  so  you  probably  could  stack  the  week’s  testimony  differently, 
but  those  are  three  themes  that  I believe  at  least  from  my  listening 
were  ones  that  summarize  some  of  the  more  crucial  points  and  are 
the  ones  that  I would  like  to  address  as  directly  as  I can  this  after- 
noon. 

Maybe,  before  I do  that,  I’ll  tell  you  something  that  I think  you 
- probably  both  know.  In  preparation  for  these  hearings,  it’s  been 
real  clear  to  me  that  both  Secretary  Rubin  and  Deputy  Secretary 
Summers  are  vitally  interested,  not  only  in  the  hearings,  but  the 
issues  that  underlie  the  committee’s  attention. 

They  have  had  some  considerable  interest  in  the  last  several 
years  with  improving  our  customer  service  capacity  and  treated  it 
actually  as  one  of  their  central  priorities. 

Upon  the  close  of  this  hearing,  I will  clearly  share  with  them 
both  the  assessments  we’ve  made  of  how  cases  got  botched  and  in 
addition  will  talk  to  them  on  a forward-going  basis  about  the 
things  that  need  to  be  done. 

With  respect  to  the  specific  cases,  you  heard  from  four  taxpayers 
that  were  legitimately  frustrated  about  the  way  the  IRS  dealt  with" 
them. 
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These  taxpayers  didn’t  receive  the  treatment  that  they  deserved. 

And  while  each  of  the  cases  was  different,  the  end  result  was  in- 
disputable. We  were  wrong  in  the  way  we  handled  many  aspects 
of  the  cases. 

And  I appreciate  that  at  this  stage  in  their  ordeal,  an  apology 
does  little  to  correct  the  frustration  they  felt. 

But  I would  hope  that  perhaps  in  apologizing  for  them,  they  may 
take  some  solace  in  the  fact  that  we  will  deal  with  their  cases  and 
the  outcome  of  their  cases  in  a way  that  will  hopefully  result  in 
others  being  kept  from  that  same  experience. 

You  said  something  though,  Mr.  Chairman,  at  the  beginning. 
And  I think  others  have  repeated  it. 

I think  in  all  fairness  to  the  work  force  of  the  IRS  who  succeed 
in  doing  a very  complex  job  well,  these  hearings  have  to  be  placed 
ultimately  in  a larger  context,  the  context  of  the  millions — the  mil- 
lions  of  successful  taxpayer  interactions  that  IRS  has  each  year. 

And  many  of  you  urged  that  in  your  statements.  And  I know  ap- 
preciate it.  And  I know  my  colleagues  appreciate  it. 

Notwithstanding  that  fact,  I think  there  are  a number  of  actions 
we’ve  got  to  take  immediately  to  try  to  preclude  the  kind  of  case 
incidents  that  you  saw  before  this  committee  earlier  this  week. 

And  in  preparing  to  come  before  you,  a series  of  us  have  spent 
a lot  of  time  with  these  cases,  perhaps  not  as  much  time  as  some 
of  your  staff,  but  a lot  of  time. 

And  in  so  doing,  I think  we’ve  gotten  a very  graphic  sense  for 
some  of  the  frustration  the  taxpayers  experienced  in  these  m- 


stances 

And  one  of  the  things  I think  is  incumbent  on  me  is  to  dem- 
onstrate in  some  visible  way  what  the  impacts  of  this  frustration  , 
have  been  to  the  rest  of  our  organization  so  that  the  organization 
doesn’t  treat  this  as  a set  of  3 days  of  hearings  and  four  taxpayers, 
but  as  a device  by  which  we  find  out  how  to  do  things  differently, 
find  out  how  to  not  cause  these  problems  to  recur. 

As  a consequence,  I’m  in  the  process  of  doing  several  things  re- 
lated directly  to  what  this  hearing  has  brought  to  bear. 

\ In  the  first  instance,  what  I’m  doing  is  asking  each  of  the  re- 
/fgional  commissioners  under  whose  jurisdiction  those  four  cases  re- 
side to  take  the  transcript  of  this  hearing,  to  take  the  witness’  tes- 
timony, to  take  the  case  file  we  assembled,  and  to  take  that  back 
to  the  individual  office  in  which  the  case  originally  arose. 

And  to  the  extent  there  was  more  than  one  office,  as  there  was 
in  several  occasions,  to  take  it,  break  the  case  down,  understand 
from  the  first  moment  what  happened  in  the  case,  understand 
where  the  errors  were  made,  and  perhaps  more  importantly  iden- 
tify the  places  at  which  somebody  could  have  fixed  it.  Because  as 
I looked  at  these  cases,  as  objectionable  in  many  instances  as  the 
original  error  was,  perhaps  more  troubling  was  the  opportunity 
that  people  had  along  the  way  to  recognize  something  off  the  track 
or  to  recognize  that  there  was  a capability  to  fix  it. 

The  second  thing  that  we  are  going  to  do  in  connection  with  that 
is— and  I make  this  kind  of  an  invitation  to  you,  Mr.  Chairman. 

I know  you  have  said  on  several  occasions  when  you  made  your 
announcement  last  year,  you  had  a lot  of  people  pick  up  the  phone, 


fax  you,  write  you.  Even  in  the  course  of  these  hearings  you  talked 
about  other  cases. 

I would  like  to  make  to  you  the  offer  that  for  any  one  of  those 
cases  or  any  number  of  those  cases  that  the  committee  staff  feels 
they  want  to  turn  over  to  us,  I will  put  together  a special  task  force 
under  one  of  the  best  project  managers  I can  find.  And  we  will 

work  those  cases  to  conclusion-  ~ 

■And  while  they  are  in  our  custody  and  while  we  are  working  to 
solve  them,  I will  make  a report  back  to  the  committee  every  30 
days  on  the  status  of  them.  And  we  won’t  quit  until  we’re  done. 

The  third  issue  is  that  I’m  asking  this  afternoon  our  33  district 
directors  and  our  10  service  center  directors  to  take  the  last  several 
months  of  correspondence  into  their  office,  not  necessarily  the  cor- 
respondence that  found  its  way  to  the  Problem  Resolution  Office  or 
found  its  way  to  them,  but  take  and  look  at  the  correspondence 
that  has  come  in  the  last  several  months  and  look  for  the  cases, 
look  for  evidence  that  things  are  off  track,  look  for  the  indicia  that 
something,  some  taxpayer,  some  practitioner,  some  Senator  or  Con- 
gressman for  that  matter  has  registered  something  that  may  well 
not  be  getting  attention. 

I think  out  of  that,  we  will  do  two  things.  Hopefully,  we  will 
identify  some  cases  that  we  can  put  under  control  and  solve. 

And  secondly,  I think  it  will  create  an  even  higher  energy  level 
at  the  most  senior  levels  of  the  organization  to  be  attentive  day  in 
and  day  out  for  the  cases  that  in  some  early  stage  are  ones  that 
we  can  take  and  do  something  about. 

By  these  actions,  I think  we  will  not  only  take  the  lessons  such 
as  they  are  from  the  four  cases  that  you  all  examined  earlier  in  the 
week,  but  I also  think  that  it  will  give  us  an  opportunity  to  drama- 
tize back  to  the  organization  that  we  are  serious,  not  about  getting 
four  cases  behind  us,  but  serious  about  doing  some  things  that  will 
help  us  prevent  these  kind  of  cases  from  recurring  and  hopefully 
avoid  some  of  the  frustration  and  stress  that  was  evident  in  each 
of  the  taxpayers  that  you  brought  before  your  committee. 

The  second  area  is  this  area  of  culture.  And  to  me,  that’s  a far 
more  complex  issue.  And  you  as  well  as  I know  some  of  the  issues. 

The  Chairman.  I’m  sorry.  I couldn’t  hear  you. 

Mr.  Dolan.  The  second  issue  was  culture.  I’m  sorry. 

The  Chairman.  Okay. 

Mr.  Dolan.  I think  that  when  you  look  at  a culture,  I think 
again  it’s  a matter  of  putting,  as  you  said  your  first  day,  things  into 
perspective. 

If  you  think  of  our  system  as  a whole,  the  vast  majority  of  Ameri- 
cans meet  their  tax  obligations. 

In  most  cases — and  there  was  some  discussion  I heard  this  morn- 
ing— and  Senator  Moynihan  was  positing  the  difference  in  compli- 
ance rates. 

But  roughly  speaking,  we  think  there  is  an  83-85  percent  level 
of  compliance  which  means  an  awful  lot  of  people  are  meeting  reg- 
ularly their  tax  obligation. 

For  those  millions  of  people,  their  normal  interaction  with  the  In- 
ternal Revenue  Service  is  the  act  of  filing,  paying,  getting  a refund 
millions  of  times  a year. 
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And  for  those  people,  what  the  Internal  Revenue  Service  has 
been  trying  to  do,  particularly  in  the  last  several  years,  is  make  it 
easier. 

Those  are  folks  for  whom  the  burden  of  staying  compliant,  for 
whom  the  burden  of  operating  effectively  within  the  tax  system, 
ought  to  be  a priority. 

And  we  have  tried  increasingly  to  make  it  a priority  at  the  Inter- 
nal Revenue  Service  to  make  it  easier  to  file. 

And  you  see  such  instances  as  the  kinds  of  progress  we’ve  been 
able  to  make.  And  one  of  the  Senators  mentioned  the  other  day,  in 
our  electronic  filing,  the  capability  of  allowing  next  year  up  to  26 
ffilllion  Americans  to  satisfy  their  tax  filing  obligation  with  a 10- 
minute,  push  button  telephone  interaction. 

We’ve  looked  for  ways  to  put  the  forms,  the  publications,  the  in- 
formation that  you  used  to  have  to  go  to  a bank  or  a post  office 
or  one  of  our  offices  to  get,  available  on  the  net  now;  117  million 
times  during  the  filing  season  last  year,  people  came  there  and  got 
what  they  needed. 

We’ve  looked  to  beef  up  our  ability  to  handle  things  over  the  tele- 
phone. Last  year,  we  got  in  excess  of  100  million  live  assistor  and 
automated  telephone  calls. 

I believe  we  will  get  many  more  this  year  with  the  introduction 
of  a major  piece  of  tax  legislation. 

That’s  going  to  create  a tremendous  interest  in  how  those  bene- 
fits extend  to  me,  how  those  obligations  extend  to  me. 

My  point  is  not  necessarily  to  over  dramatize  that,  but  to  suggest 
that  in  terms  of  this  culture  that  people  have  commented  upon,  I 
believe  if  you  look  at  it  in  the  context  of  the  last  couple  of  years, 
there  is  evidence  that  the  IRS  has  tried  very  hard  to  make  a prior- 
ity of  serving  the  taxpayer  that  is  compliant,  of  serving  the  tax- 
payer that  is  wrestling  day  in  and  day  out  to  meet  their  obliga- 
tions. 

Now,  on  the  other  side  of  that  are  taxpayers  who  do  not  file.  I’ve 
heard  again,  from  almost  every  one  of  the  members  of  this  body — 
Senator  Gramm,  the  other  day,  you  said  quite  eloquently  that  you 
don’t  stand  for  the  proposition  of  people  who  ought  to  pay  and  do 
not  pay. 

And  I don’t  think  anybody  on  this  committee  does  or  in  the  Con- 
gress does. 

In  those  cases,  I think  we  clearly  are  compelled  to  use  the  en- 
forcement tools  that  you  have  given  us  almost  out  of  fairness  to  the 
people  who  do  comply. 

Now,  the  question  that  has  been  before  this  committee  is,  are 
those  tools  used  as  you  want  them  to  be  used? 

Are  they  used  with  the  sensitivity  and  with  the  care  and  with 
the  precision  the  Congress  authorizes  to  use  them? 

I think  there  have  been  some  very  valid  questions  raised  in  the 
course  of  the  many  people  you’ve  heard  from  about  whether  in  each 
and  every  case  they  are. 

I think  that’s  a very  serious  issue.  And  it’s  an  issue  that  either 
in  the  context  of  this  oversight,  certainly  in  the  context  of  the  IRS’ 
overall  responsibility,  we  need  to  pay  absolute  care  that  those 
kinds  of  tools  are  used  with,  not  only  the  utmost  of  precision,  but 
with  respect  for  the  individual  taxpayers. 


One  of  the  things  that  may  have  bothered  me  the  most,  both  in 
this  morning’s  discussion  and  some  others,  has  been  the  notion 
that  wrongdoing  exists  and  the  wrongdoing  doesn’t  get  surfaced, 
doesn’t  get  dealt  with  or  some  climate  exists  where  it’s  not  desired 
to  be  dealt  with. 


That’s  not  my  experience.  And  I don’t  think  it’s  the  culture  of  the 
Internal  Revenue  Service. 

Our  rules  of  conduct  are  fairly  explicit,  are  very  explicit.  And  the 
rule  of  conduct,  and  I quote,  says,  “Any  employee  who  has  informa- 
tion indicating  that  another  employee  engaged  in  any  criminal  con- 
duct or  violated  any  of  the  Rules  of  the  Standards  of  Conduct  shall 
properly  convey  such  information  to  the  Inspector  General  or  to  the 
IRS  Inspection  Service.” 

One  of  the  things  I heard  this  morning  were  some  questions 
about  did  those  values  work  as  they  should?  Were  people  as  com- 
fortable as  they  should  be? 

And  I think  that’s  a fair  question  and  one  that  I certainly  will 
walk  away  from  this  morning’s  discussion  wanting  to  know  more 
about,  wanting  to  look  more  about. 

But  I say  to  you  also,  it  does  work  to  some  extent.  In  the  last 
3 years,  475  employees  have  been  disciplined  as  a result  principally 
of  the  kind  of  referrals  that  come  through  those  devices,  the  475 
employees  in  the  area  of  some  form  of  taxpayer  mistreatment. 

Now,  I can’t  tell  you  that  that’s  the  universe.  I can’t  tell  you  that 
every  one  of  those  was  handled  exactly  like  I might  handle  it  in 
retrospect. 

But  I think  the  culture  in  place  suggests  it’s  an  obligation  to 
make  those  violations  known.  And  the  culture  suggests  that  once 
known,  the  Inspection  Service  does  take  them  and  investigate 
them. 


And  the  culture  is  that  once  those  investigations  come  back  to 
management,  action  is  taken  when  those  kinds  of  transgressions 
occur. 

I don’t  put  this  before  you  as  a perfect  chapter  in  a perfect  book, 
but  I put  it  before  you  as  evidence  of  a part  of  the  culture  that  I 
do  believe  leads  us  in  the  direction  that  both  you  and  we  would 
have  us  go. 

Beyond  the  code  of  conduct,  I think  there  are  a variety  of  other 
things,  some  of  which  this  body  has  actually  caused  to  be  which 
helps  with  this  culture. 

I heard  some  conversation  this  morning  that  frankly  doesn’t 
square  with  the  way  I have  seen  the  taxpayer  advocate  in  the  orga- 
nization. 


I think  there  were  some  fair  questions  this  morning,  for  example, 
about  how  collection  personnel  are  used  on  detail  or  used  as  ad- 
juncts to  the  advocate’s  office. 

We’ve  looked  at  that  almost  every  year  since  I can  remember  to 
make  sure  that  we  do  have  the  right  kind  of  balance  there. 

But  I think  if  you  would  do  a poll  and  I suspect  many  of  you 
have  this  information  from  your  home  staffs,  I believe  the  advo- 
cate’s office  in  the  eyes  of  many  frustrated  taxpayers  and  in  the 
eyes  of  many  practitioners  has  been  the  kind  of  window  of  access, 
the  kind  of  window  of  problem  resolution  that  I believe  stands  for 
the  kinds  of  things  that  this  committee  wants  more  of. 
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And  I believe  it  is  not  evidence  of  a culture  that’s  callous,  but 
/>  i evidence  of  a culture  that  recognizes  that’s  an  obligation  we  have. 
Again,  I don’t  put  before  you  a perfect  picture  of  something  with- 
out  need  for  improvement,  but  I think  it’s  an  element  that  suggests 
that  we  invite  those  kinds  of  instances  for  resolution. 

Beyond  that,  there  are  a variety  of  things  that  again  this  com- 
mittee helped  put  into  place.  Last  year’s  TBOR  2 brought  with  it 

a complete  process.  . . , 

That  complete  process  for  the  first  time  has  us  categorizing  the 
various  and  sorted  complaints  that  we  receive  along  lines  that,  not 
only  will  help  us  deal  with  perhaps  somebody  who  misbehaved  or 
conducted  themselves  inappropriately,  but  more  importantly  will 
allow  us  to  group  the  reasons  and  will  allow  us  to  identify  over  pe- 
riods of  time,  over  quarters,  over  months  that  this  kind  of  thing 

has  happened  too  often.  ...  . .. 

This  part  of  the  process,  this  officer  perhaps,  this  transaction, 
this  use  of  one  of  these  enforcement  tools  is  showing  up  far  more 
frequently  than  it  should. 

And  so  again,  I make  the  point  that  I believe  there  are  a number 
of  processes  that  either  have  been  put  in  place  with  the  help  of  the 
Congress  or  that  have  gone  in  place  as  part  of  dealing  with  the  cul- 
ture issue  in  a way  that  I believe  is  positive. 

Now,  despite  the  existence  of  these  systems,  I ve  heard  many 
concerns  during  the  3 days  that,  as  I said  at  the  outset,  disturb  me. 

The  outcomes  that  are  demonstrated  in  some  cases  dont  rep- 
resent the  kind  of  professional  standard  or  performance  that  I m 
telling  you  our  culture  is  all  about. 

So  clearly,  there  are  problems.  Clearly,  there  is  evidence  that 
this  is  not  a chapter  that  needs  to  be  read  through  quickly. 

It’s  a chapter  that  needs  to  be  kept  open.  It  needs  to  be  lm- 

PFAnd  regardless  of  how  small  that  minority  of  employees  might  be 
that  are  associated  with  some  of  those  cases,  it’s  no  less  offensive, 
the  misuse  of  judgment,  the  poor  handling  of  a case.  Whether  it  s 
in  a few  cases  or  several  cases  it’s  objectionable.  And  it  s not  right. 

These  kinds  of  instances  I think,  as  again,  Mr.  Chairman,  you 
said  pretty  eloquently,  erode  the  confidence  of  the  whole  system. 

If  IRS  personnel  are  not  viewed  as  doing  their  job  as  absolutely 
professionally  as  possible,  this  erodes  the  confidence  in  the  entire 

system.  „ 

Again,  I think  we  have  to  look  for  ways  to  engage  the  organiza- 
tion in  the  lessons  learned  out  of  this  hearing,  and  there  are  two 
or  three  things  that  I’m  doing  in  this  arena  again  as  a direct  out- 
growth of  the  kind  of  dialogue  we’ve  had  both  in  preparation  for 
this  hearing  and  in  the  hearing. 

In  the  first  instance,  what  I’m  doing  is  taking  a page  out  of  a 
couple  of  our  district  directors’  books  that  seem  to  work  pretty  well. 

And  what  I’m  doing  is  asking  every  one  of  the  33  district  direc- 
tors to  devote  I day  of  the  month  exclusively  to  the  business  of  that 
director  being  out  with  key  staff  in  his  or  her  district  and  advertise 
it  as  the  day  bring  your  problem  cases  to  the  district  director. 

And  so  you  can  be  an  individual  taxpayer.  You  can  be  a practi- 
tioner. You  can  be  anybody  who  believes  you  have  one  of  these 
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cases  that’s  been  out  there  in  your  judgment  flopping  around  too 
long. 

This  is  something  that  we’ve  seen  work  in  a couple  of  districts. 
And  I believe  if  we  ask  each  of  our  district  directors  to  do  it,  it  will 
give  one  more  point  of  access  to  people  who  have  felt  frustrated  by 
their  ability  to  get  those  cases  solved. 

Secondly,  what  we  are  going  to  do  in  the  next  month  to  45  days 
is  bring  to  town  every  one  of  our  heads  of  office. 

We’re  going  to  bring  to  town  everybody  who  runs  our  collection, 
our  examination,  our  customer  service  activities. 

Again,  we  are  going  to  put  in  their  hands  transcripts  as  well  as 
videos  from  this  hearing. 

We’re  going  to  break  down  the  cases  that  was  examined  in  prep- 
aration for  this  hearing. 

We’re  going  to  go  over  the  testimony  that  was  given  by  our  em- 
ployees, by  our  former  employees,  by  practitioners. 

And  we  are  going  to  engage  that  group  and  their  ideas,  both 
about  perception  and  about  reality  and  again  try  to  solve  this,  not 
as  something  that  somebody  comes  to  a hearing  table  and  makes 
promises  about,  but  as  something  that  an  organization  gets  en- 
gaged around. 

Thirdly,  what  I want  to  do  is  reinforce  with  every  employee  in 
the  organization.  I will  do  that  early  next  week.  I will  write  to 
every  employee  in  the  organization,  reminding  them  of  their  obliga- 
tions regarding  the  Problem  Resolution  Program. 

We  have  a very  specific  set  of  instructions  that  are  out.  Some  of 
what  I heard  in  the  last  couple  of  days  suggests  to  me  at  a mini- 
mum that  folks  need  to  be  reminded  that  when  you’re  in  an  inter- 
action with  a taxpayer  and  see  you  it  going  off  the  track,  the  Prob- 
lem Resolution  Program  is  a place  to  get  that  case  referred.  So  we 
will  do  that  early  next  week. 

And  two  last  things,  something  we  have  done  earlier  this  year 
in  both  our  appeals  activity  and  in  our  general  audit  program. 

We  have  begun  to  send  out  customer  satisfaction  surveys  essen- 
tially at  the  end  of  the  transaction,  at  the  point  that  somebody’s 
appeal  was  complete  or  at  the  point  that  an  examination  was  com- 
plete. 

And  the  examination  is  a good  example  because  typically  what 
we  have  done  in  the  past  in  the  examination  is  pull  a sample  of 
audits. 

And  we  would  pull  a sample  for  purposes  of  internal  quality  re- 
view. And  we  would  examine  the  results  of  that  case  against  the 
auditing  standards.  And  we  would  essentially  grade  our  effort. 

Well,  in  the  past,  that  exercise  did  not  include  any  input  from 
the  taxpayer.  This  past  year,  we  began  to  do  that  in  the  general 
examination  program. 

In  the  next  6 months,  we  will  extend  that  same  approach  to  the 
collection  program.  You  heard  an  awful  lot  about  collection  cases 
in  these  3 days. 

It  strikes  me  that  that  will  be  a very  valuable  device  for  us  to 
ask  at  the  end  of  my  case  being  closed  in  collection,  whether  it’s 
closed  by  full  payment,  whether  it’s  closed  by  an  installment  agree- 
ment, whether  it’s  closed  by  being  written  oft. 


206 


207 


I think  we  will  get  valuable  feedback  from  people  about  their 
interaction  with  the  Internal  Revenue  Service. 

And  the  last  thing  I think  we  need  to  do,  Mr.  Chairman,  in  addi- 
tion to  getting  the  leadership  on  board  and  engaged,  as  is  particu- 
larly evident  after  this  morning’s  panel,  we  need  to  have  a device 
that  makes  it  easy  for  people  to  get  the  perspective  from  the  iron 

line  into  the  equation.  , „ . 

And  so  I have  asked  the  National  Treasury  Employees  Union 
and  their  leader,  Bob  Tobias,  to  partner  with  us  m putting  together 
a nationwide  assembly  of  front-line  people  where  we  will  take  the 
results  of  this  hearing  and  many  of  the  things  you  ve  heard  in  this 

hearing  to  that  group.  , ...  „0 

And  we  will  ask  that  group,  what  about  the  goal  setting  process. 
What  about  your  interaction  with  management? 

What  about  all  these  things  that  have  come  out  m these  3 days. 

What  about  those  things  that  are  dysfunctional? 

What  about  those  things  that  you  recommend  should  be 
changed?  What  about  those  things  where  you  need  help  in  doing 
a better  job  for  the  taxpayer  you  serve? 

And  so  at  the  end  of  the  day,  I believe  that  we  are  able  to  piece 
both  elements  of  that  together,  the  folks  with  the  responsibility  to 
run  large  parts  of  the  organization,  as  well  as  the  people  who  day 
in  and  day  out  are  on  the  front  line  encountering  the  difficulties 
of  their  job,  encountering  hopefully  many  instances  of  effective  use 
of  these  tools  that  will  get  them  in  the  business  of  helping  deal 
with  the  problems  that  have  been  identified  this  week,  as  well. 

I’m  going  into  the  third  area,  Mr.  Chairman.  And  you  could  have 

called  this  probably  different  things.  . 

I set  it  up  as  a kind  of  a fairness  and  measures  issue  because 
the  two  things  I heard  the  loudest  were  in  the  first  instance  the 

issue  on  fairness.  , . , r , , 

And  typically,  although  people  used  various  kinds  of  colorful  lan- 
guage, the  way  I heard  that  come  back  was  that  somehow  or  the 
other  it  is  a strategy  of  the  Internal  Revenue  Service  to  devote 
more  of  its  enforcement  resource  on  the  lower-income  taxpayer 
rather  than  the  higher-income  taxpayer.  , , . _ , 

My  personal  perspective  on  that  is  that  the  data  just  doesn  t bear 
that  out.  And  I guess  what  I would  like  to  do  over  the  interim  is 
have  some  dielogue  with  the  staff  about  particularly  this  usually 
comes  back  as  a commentary  on  the  audit  process. 

And  I believe  I could  be— notwithstanding  what  I understood  yes- 
terday from  Ms.  Long  to  be  different  testimony. 

And  I have  taken,  by  the  way,  what  Ms.  Long  said  to  you  yester- 
day and  referred  that  to  the  Inspector  General  because  I believe 
there  are  some  elements  in  what  she  said  that  need  to  be  run 

d°But  notwithstanding  what  she  said  yesterday,  I think  I could  sat- 
isfy your  concerns  that  that’s  not  happening  as  some  have 

suspicioned  it  might  be.  , , , T. » 

The  second  part  of  this  is  the  business  of  quotas  and  goals.  Its 
a little  more  problematic  to  me  because  while  I might  sit  here  and 
want  to  tell  you  that  we  are  clearly  following  the  law  as  wntten, 
you  heard  from  a lot  of  people  in  the  course  of  the  3 days  that  even 
if  that  is  the  case,  there  is  an  extreme  concern  about  the  way  goals 


and  measures  and  statistics  have  found  their  way  into  the  lives  of 
every  front-line  employee  and  presumably  their  managers. 

And  so  without  question,  I think  there’s  work  that  has  to  be  done 
there.  I think  without  question,  there  have  been  allegations  made 
that  the  law  has  been  violated. 

As  you’ve  been  having  your  hearings  and  had  people  come  before 
you,  I’ve  had  people  call  me  up.  I’ve  had  people  fax  me.  I’ve  had 
people  tell  me  that  they  believe  there  are  violations  in  that  arena. 

And  so  I don’t  sit  before  you  to  discount  that  at  all.  I think  it 
has  to  be  examined  much  more  carefully  than  perhaps  we’ve  exam- 
ined it  in  the  past. 

In  this  arena,  I do  think  that  again  it’s  important  to  remember 
as  I sit  before  you  today  that  we  want  to  be  very  careful  about  the 
way  measures  find  their  way  into  the  organization. 

But  I will  also  sit  before  you  some  time  in  the  future  and  you 
will  want  to  hold  me  accountable  under  GPRA  for  the  outcome 
measures  that  I submitted  in  my  1998  budget. 

And  those  outcome  measures  in  the  1998  budget  will  be  very  spe- 
cific. You  will  have  appropriated  or  helped  to  appropriate  funds  for 
very  specific  purposes,  many  of  them  with  very  specific  revenue  as- 
sumptions behind  them. 

And  so  I think  the  challenge  for  us  as  an  organization  is  how  to 
make  that  GPRA  process  work  in  the  way  that  Congress  intended 
it,  how  to  set  outcome  measures,  how  to  deploy  those  outcome 
measures  in  the  organization,  and  yet  at  the  same  time  not  do  it 
in  a way  that  people  will  report  the  sense  of  artificial  pressures, 
the  sense  of  taking  judgment,  taking  actions  that  their  judgments 
would  dictate  otherwise. 

In  this  particular  arena,  again  it’s  important  that  we  do  some 
things  after  what  we  heard  in  the  last  couple  of  days. 

And  notwithstanding  my  obligation  and  our  obligations  as  an  or- 
ganization to  perform  as  we  said  we  would  perform  in  1998  under 
GPRA,  what  we  are  going  to  do  is  take  some  actions  that  I think 
will  insulate  some  of  what  people  said  they  felt. 

In  the  first  instance,  what  we’re  going  to  do  is  we  have  a process 
in  the  Internal  Revenue  Service  that  people  alluded  to. 

I’m  not  sure  anybody  ever  came  right  out  and  talked  about  it  in 
great  detail  in  the  hearing.  But  we  have  a field  office  performance 
index. 

That  performance  index  is  the  way  that  we  have  typically  taken 
our  performance  measures.  And  at  the  end  of  a process  of 
weighting  and  evaluating  comparatively,  we  have  ranked  offices. 

And  if  some  office  knew  an  index  of  all  of  the  measures  that 
we’re  accountable  to  Congress  for,  they  might  be  one  or  they  might 
be  five  or  they  might  be  10  or  they  might  be  last. 

And  it’s  clear  to  me  from  both  what  you’ve  heard  and  what  I’ve 
heard  that  that’s  producing  a dysfunctional  outcome. 

I have  terminated  that  and  will  not  use  that  relative  ranking  be- 
cause it’s  producing  the  wrong  outcome. 

Secondly,  we  have  had  a practice  of  taking  our  GPRA  goals  and 
distributing  them  down  into  the  organization,  so  that  a district  of- 
fice or  a center  would  get  its  piece  of  the  GPRA  goal. 

Again,  what  I think  I heard  in  the  last  couple  of  days  is  there 

is  some  parts,  of  that  deployment,  that  r.™*! 
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And  no  what  I have  done  is  siMjond  the  part re- 
payments that  have  to  do  with  allocating  any  P 

“to'whde  I will  be  on  the  hook  to  the  Congees  to  perfom  as  Ijve 
said  I would  perform  with  r“P'“  * h|_  diatric',s  or  centers  again 
£Twa,V7ffing  Whitt  even  the  perception  of  the  wmng  kind 

0tSflyUren.“,“o3ne  other  thing.  And  it  came  up  by  reference  of 

Has  t^TtS'w^  we  ‘a'dSfd 

r»l“^venStKth«PtaiiPasse^m«nt  revenues,  perhaps  we  were 
“ptSpVrwe^aVng  to  people  that  penalties  are  designed  to 
beS‘thrfsa“no”  why  you  wrote  them.  And  that’s  not  how  we 

should  implement  them.  ^ t j wni  do  immediately  is 

way.  that  we  report  the 

be  accountable  to  collect  them  t measures  because 

agS,  HhSik  i-  the  potential  that  that 

SeAnt ' 13™^“ helrd  a n«^er  of  times  and  ^en  when^you 

it’s  intended.  no-c  tViat  I can  tell  you.  is  that  (juar- 

Now,  again,  one  of  the  th  g R-  i t suggests  we  should  do, 
terly,  we  do,  as  the Taxpayer Bill of  it  should. 

“ to 'tfSfece  any  examples  of  it  not  working  as  it 
should.  , T ij  have  had  confidence  that  that 

force  that  provision  in  the  way  that  tne  0011(51 

P*Ke‘ "Slv  gone  longer  than  you  expected  me  to  go.  And  1 
apologize  for  that.  , ^here  have  been  a lot  of 

,»u  — -p»- 

^Tok‘K^^  SrXtW  opportunity  to  work 

some  of  these  deeper.  aeain  as  a 26-year  civil 

servant  ^ho  sat  Sough  three  days  of  this  and,  as  1 said  at  the 


outset,  it  has  been  pretty  painful,  I’m  disappointed  that  we  handled 
the  cases — many  of  the  cases  the  way  we  aid. 

I think  it’s  important  to  recognize  collectively  and  individually 
that  we’ve  erred.  And  it’s  important  to  know  where  we  need  to  im- 
prove. 

I haven’t  spent  much  time,  except  for  a couple  of  brief  glimpses, 
talking  about  the  millions  of  things  that  work  right  week  in  and 
week  out. 

Not  unlike  any  other  business  or  any  other  enterprise,  the  thing 
that  gets  the  activity,  that  gets  the  attention  is  typically  not  the 
millions  of  transactions  or  the  millions  of  interactions  that  are 
going  right. 

But  I would  certainly  not  represent  well  the  100,000  employees 
of  the  Internal  Revenue  Service  or  the  tax  administration  process 
in  general  if  I didn’t  again  ask  you  to  work  with  us  in  this  larger 
context. 

Clearly,  there  are  problems.  Clearly  we  are  before  you,  not  to  be 
defensive,  not  to  suggest  they  didn’t  occur,  but  to  do  it  in  a context 
that  hopefully  respects  that  many,  many  things  about  today’s  sys- 
tem work  well  ana  also  particularly  the  many  men  and  women  who 
do  such  a complex  job  well. 

I think  we’re  an  organization  that  without  question  is  in  the 
midst  of  a tremendous  amount  of  change. 

Much  attention  has  been  paid  to  modernizing  our  computer  sys- 
tems. We’re  in  the  business  of  modernizing  the  entire  process. 

Clearly,  the  computer  systems  are  now  at  a point  where  with  the 
architecture  and  tne  blueprint  that  have  been  released  in  the  last 
6 months,  I think  we’re  on  the  verge  of  bringing  to  bear  some  of 
the  technology  that  will  help  in  many  of  these  areas. 

Maybe  as  importantly,  we  are  about  30  days  away  from  what  I 
think  is  a very  exciting  set  of  efforts  where  we  have  joined  the 
Treasury  Department  and  the  Vice  President  and  NPR  to  look  at 
the  entire  customer  service  focus  in  the  Internal  Revenue  Service. 

In  the  middle  of  October,  a group  of  about  50  or  60  front-line  peo- 
ple will  come  back  to  us  with  what  I think  are  some  promise  of 
even  better  ways  of  serving  the  American  taxpayer. 

I guess  I close  with  saying  we’ve  not  only  heard  you  this  week, 
we’ve  heard  the  taxpayers,  the  employees,  the  many  people  who 
have  come  before  you. 

I would  also  like  to  tell  you  in  hearing  that  that  we  understand 
our  obligation  to  improve.  We  understand  our  obligation  to  act  con- 
structively on  the  information  that  you’ve  helped  bring  before  us. 

And  I would  welcome  the  ongoing  opportunity  to  work  both  with 
the  members  and  the  staff  of  this  committee  in  an  oversight  role 
or  in  any  other  role  you  choose  to  see  that  we  make  the  progress 
that  the  American  taxpayer  deserves. 

Thank  you.  I have  some  colleagues  with  me. 

To  the  extent  that  your  questions  go  in  areas  that  I get  out  of 
my  depth,  I would  like  to  have  the  ability  to  bring  them  to  the 
table.  But  I’m  now  prepared  to  respond  to  your  interests  as  best 
I can. 

[The  prepared  statement  of  Mr.  Dolan  appears  in  the  appendix.] 

The  Chairman.  Thank  you  very  much,  Mr.  Dolan.  Let  me  start 
out  by  saying  that  I think  in  mvW  * J- 
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very,  very  troublesome  situation  it  is  critically  important  to  recog- 
nize that  the  problem  exists.  I am  pleased,  in  part,  that  you  agree 
there  is  a problem.  But  I have  to  say,  in  all  candor,  I am  concerned 
that  you  do  not  understand  the  depth  of  the  problem. 

You  talk  about  culture.  In  the  case  of  culture,  you  use  the  lan- 
guage “serving  the  public.”  I think  it  is  important  for  you  to  under- 
stand that  the  perception  on  the  part  of  the  public  that  the  numer- 
ous witnesses  that  appeared  before  our  committee,  whether  they 
were  the  experts,  the  authors,  the  individuals  who  have  been 
studying  the  IRS,  the  taxpayer  cases  we  presented  yesterday,  or 
whether  it  is  past  or  present  employees,  they  all  expressed  a very 
deep-rooted  concern  that  in  the  IRS  the  culture  is  not  based  on 
service,  it  is  not  even  citizen  friendly,  but  you — the  IRS — are 
viewed  as  an  enforcement  agency. 

I think  in  many  ways  that  is  the  very  root  of  the  problem.  Serv- 
ice has  to  be  the  basic  characteristic  of  this  organization.  As  you 
mentioned,  most  of  the  Federal  employees  are  good  employees,  and 
with  that  I agree.  I would  also  say  that  the  majority  of  American 
citizens  are  law-abiding  taxpayers. 

But  what  we  are  so  concerned  about  is  that  there  are  too  many 
instances,  far  too  many  cases  that  demonstrate  otherwise.  I think 
we  are  going  to  have  to  look  at  your  organization,  and  how  it  is 
structured. 

I think  we  are  going  to  have  to  look  at  the  question  of  power, 
and  whether  all  the  power  that  has  been  delegated  to  you  is  nec- 
essary. But  most  importantly,  I think,  is  this  question  that  the  or- 
ganization has  to  be  turned  around  to  recognize  that  the  basic  pur- 

[>ose  in  dealing  with  the  American  people  is  to  be  consumer  friend- 
y.  I cannot  stress  that  too  much. 

Mr.  Dolan.  Mr.  Chairman,  if  I might.  I appreciate  your  candor, 
and  I know  you  want  me  to  be  equally  candid  in  return. 

The  Chairman.  Please  proceed. 

Mr.  DOLAN.  I understand  what  you  have  said,  and  I think  an 
awful  lot  of  my  colleagues  understand.  One  of  the  dilemmas  I have 
is  that  frequently  people  go  down  a road  of  discussion  of  culture 
and  we  all  operate,  perhaps,  at  different  levels.  Some  of  us  are  an- 
thropologists and  we  are  very  sophisticated,  and  others  of  us  are 
operating  at  a different  level.  One  of  the  things  we  frequently  do 
is  set  this  up  as  if  they  are  poles.  On  the  one  pole  is  service,  and 
on  the  other  pole  is  enforcement.  I do  not  believe  that  is  the  case. 
I believe  it  is  a spectrum. 

I believe  that  what  you  do  is  invest  in  the  front-end  kinds  of 
service,  the  taxpayer  friendly  aspects  that  you  talked  about,  with 
an  objective  in  mind.  The  objective  is  having  a system  where  people 
are  able  to  be,  encouraged  to  be,  as  compliant  as  possible. 

At  some  point  in  time  though,  if  I am  here  and  I am  compliant, 
I think  that  person  expects  the  Internal  Revenue  Service  to  deal 
with  somebody  who  is  not  pulling  their  load.  So  I hope  over  time 
that  we  do  not  have  to  talk  about  this  as  if  it  is  a right  brain  or 
left  brain,  but  as  if  it  fits  together  in  some  kind  of  a spectrum 
where  we  have  to  be  sure  we  balance  right. 

The  Chairman.  The  point  I am  making  is  that  the  principal  pur- 
pose of  the  IRS  is  taxpayer  service.  You  are  absolutely  right,  there 
is  unfortunately  a minority  of  individuals  who  do  cheat,  and  do  not 
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The  Chairman.  Let  me  ask  this  question.  Are  you  aware  of  the 
use  of  goals,  quotas,  and  statistics  to  evaluate  employee  pertorm- 

aIMr.  Dolan.  I have  had  several  allegations  made  to  me,  which  I 
have  referred  to  Inspection.  I am  aware  of  the  ones  that  have  been 
made  to  you  this  week.  I am  also  seeing  in  the  quarterly  certifi- 
cations that  come  forward  to  me,  there  have  in  several  of  those  cer- 
tifications been  one,  two,  three  instances  where  somebody  identi- 
fied in  a performance  review  or  a branch  review  something  that 
they  thought  violated  the  policy  and  they  corrected  it  and  reported 
it.  So.  I am  aware  of  those  instances. 

The  CHAIRMAN.  I would  like  to  have  them  put  up  the  San  Fran- 
cisco  division  examiner  chart  over  there.  Can  you  give  him  a copy 
of  the  sheet,  too?  Mr.  Dolan,  I will  give  you  a minute  to  look  at  it. 
Mr.  Dolan.  Thank  you. 

The  Chairman.  Let  me  ask  you  this.  Would  you  comment  on  the 
San  Francisco  district  mid-year  report  on  goals  for  revenue  agents. 

Mr  Dolan.  I have  about  three  or  four  pages  of  management  in- 
formation that  are  routinely  gathered  and  maintained  in  the  orga- 
nization. About  a third  to  a half  of  them  represent  the  output 
measures  that  GPRA  requires  me  to  not  only  put  in  my  budget,  but 
to  execute  my  budget  against.  What  you  have  in  some  part  here  is 
the  deployment  of  some  of  those  GPRA  measures,  first  to  the  west- 
ern region,  then  subdivided  within  the  western  region  to  the  ban 

Francisco  district.  _ . , , . „ , «• 

So  what  you  have  here  is  that.  This  does  not  represent  a goal  tor 
a front-line  revenue  agent  to  go  do  X or  a front-line  revenue  officer 
to  go  do  Y.  This  is  the  thing  I told  you  that  I have  suspended  be- 
cause some  people  in  the  course  of  your  hearing  or  other  venues 
have  said,  well,  this  may  not  be  a goal,  it  may  not  be  a statistic, 
it  may  not  be  a quota,  but  it  is  too  easy  for  somebody  to  inter  one. 

The  Chairman.  Just  let  me  point  out  that  this  document  has  on 
it  a category  RA,  that  is  revenue  agent,  of  course. 

Mr.  Dolan.  Correct.  Correct.  «r>  1 nnn  -> 

The  CHAIRMAN.  The  goal.  The  next  column  says,  Goal.  $1,000. 
Below  that  you  have  two  others.  Finally,  “TA.”  The  goal  is  $1,012. 
Now,  RA  stands  for  revenue  agent. 

Mr.  Dolan.  That  is  correct.  _ , , x , 

The  Chairman.  Let  me  just  point  out.  Now,  I heard  you,  Mr. 

Dolan. 

Mr.  Dolan.  All  right.  t f ... 

The  CHAIRMAN.  I would  just  like  for  you  to  note  that,  tor  both 
RA  and  TA,  “A  general  improvement  is  needed.  A large  improve- 
ment can  be  made  by  bringing  down  hours  per  return.  1 do  not 
care  how  you  dress  that  up,  that  is  setting  a goal. 

If  you  give  that  to  the  employees,  they  are  going  to  understand 
that  they  are  obligated,  if  they  want  to  do  a good  job,  they  have 
got  to  meet  those  goals.  There  is  no  way,  in  my  judgment,  that  you 
can  explain  away  this  kind  of  chart.  It  is  a failure  to  recognize 
what  the  purpose  of  this  chart  is. 

Mr  Dolan.  I do  not  seek  to  explain  it  away  and  1 am  not  trying 
to  dress  it  up.  What  I would  do  is  invite  also  your  attention  to 
things  like  cycle  time,  required  filing  checks. 


What  this  represents  for  the  San  Francisco  district,  and  I do  not 
know  at  my  fingertips  how  many  agents  there  are  there,  but  the 
agents  in  the  Examination  Division  of  the  San  Francisco  district 
have  a wide  sort  of  work. 

I mean,  it  makes  no  sense  to  say  to  somebody  on  each  and  every 
case  in  the  San  Francisco  district,  $1,000  or  some  other  number. 
What  this  does  is  invite  the  San  Francisco  district  to  look  at  the 
work  that  is  in  inventory,  look  at  how  the  hours  are  being  applied, 
look  at  how  the  issues  are  being  examined. 

The  Chairman.  Well,  I would  just  point  out  that  that  is  not  the 
way  your  employees  interpret  it.  I think  that  is  the  problem. 

Mr.  Dolan.  I agree  with  you.  That  is  why  I said  what  I did.  I 
can  sit  here  and  explain  this  to  you  all  day,  but  you  have  had  peo- 
ple say  to  you,  that  is  nuts.  I am  inferring  a goal  from  that.  That 
is  why  I suspended  it.  I do  not  want  that  result. 

The  Chairman.  And  all  I say,  if  you  are  an  employee,  if  you  are 
an  RA  and  you  see  this  chart,  I do  not  know  how  you  could  inter- 
pret it  any  other  way  but  being  a goal  for  the  success  of  your  per- 
formance. But  let  us  move  on. 

Does  the  use  of  such  goals  violate  the  Taxpayer  Bill  of  Rights? 

Mr.  Dolan.  Mr.  Chairman,  again,  the  way  that  I have  tried  to 
explain  this 

The  CHAIRMAN.  I am  not  asking  you  to  explain. 

Mr.  Dolan.  All  right. 

The  Chairman.  I said,  does  the  use  of  goals 

Mr.  Dolan.  In  terms  of  the  use  of  this  goal  at  the  division  level 
to  set  a division  allocation,  I do  not  view  this  as  a violation  of  ei- 
ther the  law  or  the  policy  statement.  The  law  is  quite  specific  about 
using  this  as  a goal  or  quota  for  a front-line  enforcement  person  or 
their  manager. 

The  Chairman.  Let  me  ask  you  this  question.  Do  you  see  any 
problems  in  using  goals? 

Mr.  Dolan.  Absolutely.  Absolutely. 

The  Chairman.  What  are  those? 

Mr.  Dolan.  The  problems  are  that  I can  sit  here  and  tell  you, 
as  I just  have,  that  this  was  not  designed 

The  Chairman.  I would  like  you  to  answer  my  question. 

Mr.  Dolan.  All  right.  I am  sorry.  I think  I am  trying  to  agree 
with  you. 

The  Chairman.  Why  is  the  use  of  goals  not  in  the  interest  of  the 
taxpayer? 

Mr.  Dolan.  Because  it  produces  absolutely  the  wrong  results.  If 
somebody  is  chasing  a goal  instead  of  looking  at  the  individual  fact 
pattern,  choosing  a course  of  action  based  on  that  fact  pattern,  it 
is  absolutely  wrong.  It  is  not  the  way  they  should  operate. 

The  Chairman.  Let  me  turn  to  my  next  question,  as  time  is  mov- 
ing on.  Monsignor  Ballweg  testified  yesterday  that  IRS  correspond- 
ence did  not  include  any  name  to  which  to  respond. 

My  question  to  you  is,  how  does  this  promote  accountability?  Is 
it  not  essential  that  an  employee  be  held  accountable  for  his  ac- 
tions and  deeds?  If  the  taxpayer  does  not  know  who  it  is,  who  does 
he  hold  accountable? 

Mr.  Dolan.  You  are  right  on  two  scores,  Mr.  Chairman.  One  is 
the  accountability,  and  tho 
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interaction.  Our  notices  need  a lot  of  work.  Last  year  we  took  25 
or  30  of  them  and  redid  them  from  top  to  bottom  because  they  do 
not  communicate  well,  they  are  not  customer  friendly,  and  they  fail 
on  the  accountability  side  as  well. 

We  are  in  a process  today  of  trying  to  go  top  to  bottom  with  our 
notices  and  correspondence  and  do  more  of  what  the  Monsignor 
and  you  suggest.  You  are  right,  they  should  be  different  than  they 

are  today.  , . . , , , 

The  CHAIRMAN.  My  question  is,  this  is  not  a very  complicated  re- 
quest. Are  you  requiring  the  employees  to  sign  their  statements 
when  they  are  sent  to  the  taxpayer  so  the  taxpayer  not  only  knows 
who  to  contact  to  resolve  his  problem,  but  who  to  hold  accountable!’ 
Mr.  Dolan.  Senator,  we  do  not  sign  all  of  the  correspondence. 
We  do  have  a requirement  that  the  letters  be  signed.  We  do  have 
a requirement  in  law  that  deficiency  assessments  be  signed.  There 
is  a series  of  notices  that  are  not  signed.  Some  of  those  notices 
today  also  do  not  have  a name  on  them,  only  a telephone  number. 

The  Chairman.  If  we  are  going  to  hold  employees  accountable, 
should  their  name  not  be  on  it?  , 

Mr.  Dolan.  I think  that  is  a fair  question.  I guess  I would  like 
to  be  able  to  come  back  to  you  and  maybe  talk  about  the  entire  uni- 
verse and  maybe  draw  some  distinctions  between  one  kind  of  a no- 
tice and  another.  . 

The  Chairman.  Now,  let  me  ask  this,  Mr.  Commissioner.  Are  you 
aware  that  the  data  of  the  Bureau  of  Labor  Statistics  are  used  by 
IRS  employees  to  create  phantom  income  or  inflate  a taxpayer  s in- 
come? Is  it  appropriate,  in  your  judgment,  to  use  national  average 
statistics  to  indicate  the  income  of  a specific  taxpayer? 

Mr.  Dolan.  I think  it  is  hard  to  make  an  absolute  answer  to  that 
question,  and  here  is  the  reason.  You  heard  in  one  of  your  panels 
the  same  thing  that  has  been  debated  fairly  significantly  over  the 
last  couple  of  years. 

There  is  at  one  and  the  same  time  a need  to  create  a consistency 
and  an  even-handedness  with  the  way  the  law  applies  across  the 
land.  There  is,  on  the  other  hand,  a need  to  have  the  flexibility  to 
take  into  account  individual  taxpayer  circumstances. 

We  have  used  these  Bureau  of  Labor  standards  as  a way  of  find- 
ing some  metric  that  would  create  for  a particular  geographical 
area  a standard  that  would  represent  a fair  way  of  looking  at  ev- 
erybody in  that  geographical  area. 

I have  had  people  raise  questions  about  whether,  if  you  push 
that  too  far,  you  get  the  wrong  result.  I think  it  is  possible  you  do, 
but  that  is  how  they  are  used  and  that  would  be  what  I think 
would  be  a legitimate  usage. 

The  CHAIRMAN.  But,  again,  is  it  fair  to  a taxpayer  to  state  his 
income  or  his  expenses  as  what  are  shown  to  be  the  national  aver- 
age; are  you  not  supposed  to  have  their  actual  income,  their  actual 
expenses? 

Mr.  Dolan.  Typically  it  comes  to  bear,  and  if  you  ask  me  one 
more  question  I will  get  out  of  my  depth  here,  so  I am  going  to  take 
my  last  shot  at  my  depth.  But  I think  in  terms  of  two  instances 
where  this  would  come  to  play,  one  would  be  potentially  an  in- 
stance where  we  have  sought  a return,  gotten  no  answer  to  a senes 
of  four  or  five  inquiries,  have  information  that  the  person  either 
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had  a W-2,  1099,  or  something  else,  so  we  have  to  set  out  to  create 
what  we  call  a substitute  for  return.  So  it  could  enter  there. 

The  other  place  it  could  enter  is  if  someone  were  to  come  to  us 
and  say,  I cannot  pay  this  whole  thing.  I either  cannot  full  pay  it 
and  I want  an  installment  agreement,  or  I cannot  pay  it  and  I 
want  to  compromise  my  liability. 

In  both  those  instances  we  have  to  have  some  way  of  projecting, 
what  are  the  living  expenses,  how  are  we  to  deal  in  some  fair  way 
with  what  the  expenses  are  associated  with  that  taxpayer  so  we  do 
not  compromise  one  way  in  one  part  of  the  country  and  another 
way  in  another  part  of  the  country. 

The  Chairman.  Just  let  me  say  that  I think  the  Bureau  of  Labor 
Statistics  would  be  shocked  if  they  knew  for  what  purpose  their  fig- 
ures are  being  used.  My  concern  is  that  it  is  much  broader  than 
what  you  are  indicating  now.  I think  that  is  a matter  that  ought 
to  be  looked  at  carefully  and  corrected. 

Mr.  Dolan.  I would  be  interested  in  pursuing,  Mr.  Chairman, 
further  discussion  of  this  so  that  I am  sure  that  I am  picking  up 
on  the  concerns  you  have. 

The  CHAIRMAN.  Are  you  aware  of  instances  where  IRS  employees 
have  been  instructed  by  their  superiors  to  frame  taxpayer  or  other 
IRS  employees? 

Mr.  Dolan.  Absolutely  not. 

The  Chairman.  You  have  no  acquaintance  with  any? 

Mr.  Dolan.  No.  Zero.  None. 

The  Chairman.  Mr.  Dolan,  if  it  came  to  your  attention  that  an 
employee  of  the  IRS  engaged  in  illegal  wire  tapping  or  had  fab- 
ricated a case  against  a taxpayer  or  had  framed  another  employee 
to  gain  a promotion,  what  disciplinary  action  would  you  take? 

" Mr.  Dolan.  Well,  the  first  thing  I would  do  is  make  sure  it  got 
investigated  so  I had  the  facts.  If  those  facts  were  the  facts,  they 
would  be  fired. 

The  Chairman.  Of  course.  Of  course.  You  would  fire  them. 

Mr.  Dolan.  Absolutely. 

The  Chairman.  Are  you  aware  of  any  such  cases? 

Mr.  Dolan.  I am  not  personally  aware.  I did  not  examine  our 
disciplinary  logs  to  see  whether  there  was  such  a case,  but  I am 
not,  as  I sit  here  before  you,  personally  familiar  with  such  a case. 

The  Chairman.  Are  you  aware  of  instances  where  IRS  inspection 
employees  have  been  instructed  to  use  unauthorized  wire  taps  or 
engage  in  other  illegal  activity? 

Mr.  DOLAN.  I am  not. 

The  Chairman.  Did  you  listen  to  the  testimony  of  the  last  3 
days? 

Mr.  Dolan.  Yes.  Well,  let  me  qualify  it.  I said  in  my  opening 
comments  that  a number  of  things  that  were  said  in  the  first  3 
days  are  things  that  we  have  made  referrals  regarding  your  inves- 
tigation to  the  IG  to  have  them  pursued  because  they  were  issues 
coming  to  our  attention  for  the  first  time. 

The  Chairman.  Are  you  aware  of  instances  where  IRS  employees 
have  browsed  confidential  taxpayer  information  of  jurors  or  wit- 
nesses? 

Mr.  Dolan.  No,  I am  not. 

The  Chairman.  You  are  not  aware? 
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Mr.  Dolan.  I am  clearly  aware  of  the  browsing  challenge,  and 
many  of  you  know  that  I have  been  in  the  middle  of  that  for  the 
last  couple  of  years,  but  I am  not  familiar  with  the  juror/witness 
issue. 

Again,  I heard  it  said  in  this  room  and  we  will  pursue  that  as 
best  we  can.  That  is  why  I asked  you  at  the  beginning,  too,  if  we 
could  find  some  way  for  the  people  that  appeared  before  you  this 
morning  to  get  that  information  into  some  hands  you  and  they 
trust  so  that  we  can  pursue  it. 

The  Chairman.  Just  let  me  say,  I would  like  to  have  you  pursue 
it  within  the  organization. 

Mr.  Dolan.  I would  be  happy  to. 

The  Chairman.  I think  it  is  extremely  important.  If  true,  it  is  a 
most  serious  charge. 

Mr.  Dolan.  I could  not  agree  with  you  more.  I believe  that  was 
an  allegation  made  this  morning.  If  that  person  is  either  com- 
fortable making  his  or  her  identity  known  to  me,  or  if  you  will  have 
the  staff  somehow  get  the  information  to  me,  I am  more  than 
happy  to  pursue  it. 

$*  The  Chairman.  Are  you  aware  that  the  General  Accounting  Of- 
fice found  that  there  is  inadequate  information  to  show  the  extent 
of  the  proper  or  improper  use  of  liens,  levies,  or  seizures  authority 
or  collection  enforcement  authority? 

Mr.  Dolan.  I believe  I am  familiar  with  what  is  a draft  report 
out  at  the  moment  that  was  done  at  your  request  in  this  area.  Yes, 
I am  familiar  with  that. 

The  CHAIRMAN.  The  study  was  of  course  only  within  this  area, 
but  as  a practical  matter,  what  concerns  me  about  this,  what  it 
really  means,  is  that  no  one,  but  no  one,  not  you,  not  I,  or  anyone 
else,  are  really  able  to  evaluate  or  judge  how  serious  a problem  it 
is  because  the  records  are  not  adequate  for  that  purpose. 

Mr.  Dolan.  I think,  clearly,  the  records  are  not  adequate  for  all 
of  the  purposes  that  you  and  I would  both  like  them  to  be.  I think 
that  is  different  though,  Mr.  Chairman. 

The  Chairman.  The  purpose  of  the  study,  the  GAO  specifically 
found  that  the  records  are  not  adequate  to  determine  the  extent  of 
the  improper  use  of  liens,  levies,  or  seizures  authority.  So  I think 
that  is  an  important  finding  and  something  that  ought  to  be  looked 
at  by  you. 

Mr.  Dolan.  I think,  Mr.  Chairman,  not  to  argue  a point,  but 
there  are  some  aspects  of  that  report  where  the  GAO  found  that 
it  would  be  very  difficult  to  go  back,  and  very  costly  to  go  back,  and 
in  some  other  places  they  found  that  it  would  be  impossible  to 
make  the  kind  of  association  that  you  asked  them  to  make.  So  you 
have  got  both  kinds  of  instances  at  work  there. 

The  Chairman.  Are  you  aware  of  instances  where  IRS  Inspection 
employees  have  been  used  to  intimidate  or  harass  other  employees? 

Mr.  Dolan.  I am  not  personally  aware  of  that,  no.  As  a matter 
of  fact,  I think  my  view  of  the  Inspection  Service  is  quite  a lot  dif- 
ferent from  what  I heard  this  morning  described,  and  that  is  part 
of  what  concerned  me.  I have  known  the  Inspection  Service  to  do 
a very  good  job  of  taking  many  serious  allegations  and,  in  the  case 
where  they  are  substantiated,  helping  us  prosecute  them.  In  many 
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other  instances  they  help  exonerate  the  employee’s  conduct  So  I 
have  come  over  my  career  to  respect  the  Inspection  Service 

The  Chairman  Now,  I would  point  out  that  the  employees  this 
morning  were  under  oath.  J 

Mr.  Dolan.  I understand  that.  I do  not  belittle  that  for  a mo- 
ment. 

The  Chairman.  Are  you  saying  they  were  not  being  honest  in 
their  answers? 

Dolan  , Not  at  all-  I am  repeating  what  I said  at  the  outset 
Where  my  understanding  of  the  facts  might  differ  from  theirs,  I am 
going  to  treat  their  statements  this  morning  and  their  concerns  se- 
riously and  pursue  them. 

The  Chairman.  Are  you  aware  of  IRS  employees  engaging  in 
whipsaw  efforts,  that  is.  attempting  to  collect  tax  from  someone 
they  know  does  not  owe  the  tax? 

Mr.  Dolan.  I do  not  know  about  employees  who  are  trying  to  col- 
lect  tax  that  is  not  owed.  The  term  “whipsaw”  gets  applied  to  a cou- 
ple of  different  transactions,  and  to  the  extent  you  would  like  to 
pursue  that  further,  I would  like  to  have  either  Tom  Smith  or  John 
help  me  on  that-  So  1 am  haPPy  to  do  that  now. 

The  Chairman.  My  time  is  running  out,  so  we  will  not  do  that 
at  this  time. 

,^e  taxpayers  that  testified  yesterday  need  to  move 
on  with  their  lives  and  close  the  chapter  that  is  relating  to  the  IRS 
I am  sure  you  will  agree  with  me,  they  need  to  be  treated  equi- 
tably.  Can  you  make  a definitive  statement  that  you  will  send  a 
the  IRS°  the  f°Ur  t3Xpayers  resolving  their  disputes  with 

Mr.  Dolan.  Mr.  Chairman,  I am  going  to  be  unequivocal  about 
three,  and  I am  going  to  tell  you  that  in  the  fourth  case,  and  I 
think  you  may  be  familiar  with  this,  in  the  fourth  case,  I have  only 
limited  disclosure  authority. 

I feel  certain  that  in  two  cases  we  are  already  there  and  I would 
have  no  trouble  at  all  writing  a letter.  In  the  third  case,  we  have 
offered  to  send  to  the  taxpayer’s  residence  one  of  our  problem  reso- 
lution officers,  because  the  taxpayer  believes  there  may  still  be  an 
amount  that  was  not  correctly  credited  somewhere  over  a period  of 
years,  bo  I will  certainly  commit  to  working  that  through  to  conclu- 
sion. 

At  this  point  I am  not  sure  what  I will  be  committing  to  you 
about  equitable.  I mean,  if  equitable  means  getting  it  to  the  right 
substantive  result,  I will  certainly  commit  to  that. 

The  Chairman  Let  me  ask  you  this  specifically.  Is  the  IRS  in  a 
position  to  send  the  Hicks’  a letter  indicating  that  they  do  not  owe 
tax  lulnlity  relating  to  Mrs.  Hicks’  1983  joint  tax  return? 

Mr.  Dolan.  Such  a letter  is  on  its  way,  Mr.  Chairman. 

Senator  Gramm.  That  is  fast.  That  is  good  service.  You  have 
about  100  million  more  to  write.  [Laughter.] 

The  Chairman.  I would  have  to  point  out  to  my  friend,  the  ordeal 
lasted  17  years. 

Senator  Gramm.  I understand.  I understand. 

tpc  I?  the  jacoijg’  case,  how  much  money  does  the 

IRS  owe  the  JBcohs  ^ Hna  fKn  — — * > ** 
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interest?  If  not,  why?  Does  the  IRS  intend  to  moke  a prompt  re- 
fund^ 

UMr.  Dolan.  If  you  do  not  mind,  this  would  be  the  point,  there 
are  a couple  of  gentlemen  who  worked  these  cases  pretty  closely. 

I would  like  to  not  misspeak  on  that,  if  I could  invite  them  to  the 

The  Chairman.  Anybody  that  is  going  to  answer  will  have  to  be 

SWMrn  Dolan.  All  right.  Mr.  Chairman,  can  I make  sure  I under- 
stood your  question?  I think  when  I told  you  the  letter  was  on  its 
wav  I think  we  believe  we  resolved  the  Jacobs  case  in  every  facet. 
But  I want  to  make  sure  I am  not  misunderstanding  your  question. 
Senator  Grassley.  He  was  asking  about  the  Hicks  in  the  case 

of  the  letter. 

Mr.  Dolan.  I am  sorry. 

Senator  Grassley.  I am  right,  am  I not?  You  asked  about  the 

Hicks’  being  sent  a letter.  , T , r . 

The  Chairman.  Yes,  I did.  However,  regarding  the  Jacobs,  1 was 

asking  how  much  money. 

Mr.  Dolan.  I am  sorry.  All  right. 

The  Jacobs’  case  is  the  case  in  which  I mentioned  that  we  believe 
it  is  solved.  The  Jacobs’  have  suggested  they  believe  that  they  pos- 
sibly are  due  a refund.  That  is  the  one  where  we  have  asked  a 
problem  resolution  person  to  go  to  their  home  and  walk  through 
any  records.  We  have  a mountain  of  records  we  got  as  a result  ot 

*°  SoT  would  say  the  Jacobs’  may  still  have  a question,  and  that 
is  what  we  will  seek  to  resolve.  I am  told  that  the  Jacobs  have  not 
decided  whether  they  want  us  to  come  out  or  not.  [Laughter.] 

The  Chairman.  You  do  not  know  the  answer? 

Mr.  Dolan.  I will  not  know  the  answer  until  we  have  a chance 

to  talk  with  the  Jacobs’.  , 

The  Chairman.  Mr.  Dolan,  let  me  point  out  one  of  these  things. 
In  talking  about  these  cases,  they  are  not  merely  statistics. 

Mr.  Dolan.  Absolutely. 

The  Chairman.  They  involve  people. 

Mr.  Dolan.  Absolutely.  , . .,  , , . 

The  Chairman.  And  to  me  it  was  shocking  to  sit  here  and  listen 
to  these  cases.  In  the  case  of  the  Hicks’  it  went  on  something  like 
17  years,  roughly  the  same  for  the  Jacobs  . The  emotional  stress, 
what  it  does  to  an  individual  life  is  unbelievable.  There  is  no  ra- 
tionale or  excuse  for  that  kind  of  treatment. 

Mr.  Dolan.  You  are  absolutely  right. 

The  Chairman.  So  it  is  important  that  we  put  these  to  a close. 
Mr.  Dolan.  You  are  absolutely  right.  , , 

The  CHAIRMAN.  I would  like  to  turn  to  the  Savage  case.  I would 
like  to  direct  your  attention  to  a letter  relating  to  this  case  which 
was  discussed  yesterday.  The  letter  was  written  to  the  district 
counsel  handling  Mr.  Savage’s  case  on  November  1,  1993  by  the 
chief  of  the  Civil  Trial  Section,  Eastern  Region  of  the  Justice  De- 
partment. The  thrust  of  this  letter  is  that  the  levy  against  Mr.  Sav- 
age’s business  was  wrong.  , , , G 

Let  me  read  you  what  the  Justice  Department,  through  Mr.  Sny- 
der, wrote.  Specifically  he  writes,  “After  reviewing  the  complaint, 
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the  motion  for  summary  judgment,  your  defense  letter,  and  all  the 
information  forwarded  by  the  revenue  officer,  we  believe  that  the 
levy  in  question  was  wrongful,  even  assuming  the  facts  in  their 
most  favorable  light  at  the  time  of  the  levy,  the  IRS  had  assessed 
and  only,”  the  point  there  they  had  not  made  a proper  assessment. 

“No  assessment  existed  against  TSA  or  the  alleged  joint  venture 
partnership.  We  do  not  believe  that  the  IRS  can  levy  on  the  part- 
nership property  for  the  unpaid  Federal  employment  tax  liability 
of  one  of  the  partners.” 

Further  on  it  says,  “In  fact,  we  read  your  defense  letter  to  essen- 
tially concede  that  the  levy  was  wrongful.”  Yet  the  matter  was  pur- 
sued notwithstanding  the  fact  that  the  U.S.  Department  of  Jus- 
tice’s Tax  Division  wrote  that  it  was  wrongful. 

What  possible  rationale  is  there  for  having  proceeded  in  that 
case? 

Mr.  Dolan.  Mr.  Chairman,  I have  to  answer  your  question  in 
two  ways.  The  first,  I believe  you,  or  at  least  the  staff,  is  conscious 
that  this  is  a transaction  that  has  more  taxpayers  involved  than 
Mr.  Savage. 

It  is  a transaction  that,  when  we  first  began  to  examine  this,  we 
asked  for  releases  for  all  the  parties.  We  have  only  a release  for 
Mr.  Savage.  I am  happy  to  do  an  executive  session  and  a more 
thorough  discussion  of  this,  but  I am  not  able  to  do  it  in  this  set- 
ting with  the  limits  on  my  disclosure  ability. 

Second,  regarding  the  issue  of  this  letter,  when  this  letter  came 
up  in  Mr.  Savage’s  testimony,  I have  asked  the  Justice  Department 
to  write  me  with  their  perspective  on  the  context  of  the  letter  and 
what  they  believe  this  letter  should  mean  to  me  in  the  context  of 
that  case. 

The  Chairman.  I find  that  very  difficult  to  understand.  After  the 
fact  at  this  late  date,  you  are  writing  the  Justice  Department  to 
give  further  explanation.  I think  this  is  very  clear. 

Mr.  Dolan.  On  this  letter.  On  this  letter,  Mr.  Chairman. 

The  Chairman.  The  letter,  without  question,  says  that  the  action 
was  wrongful.  You  do  not  need  another  letter  to  interpret  that. 

Mr.  Dolan.  Mr.  Chairman,  what  I 

The  Chairman.  Let  me  just  say,  that  is  what  concerns  me.  It  is 
no  wonder  a taxpayer  is  feeling  badgered,  that  he  is  not  being  dealt 
with  fairly.  In  effect,  you  can  almost  call  it  extortion.  Do  you  agree 
with  that? 

Mr.  Dolan.  No,  I do  not  agree  with  that. 

The  Chairman.  You  think  it  is 

Mr.  DOLAN.  Mr.  Chairman,  let  me  just  restate  the  case.  We  have 
spent  months  trying  to  work  these  cases  and  put  everything  we 
could  on  the  table.  This  is  a case  that  has  at  least  two  other  par- 
ties. I do  not  have  the  ability  to  talk  about  either  of  those  two  other 
parties,  so  I cannot  explain  what  transaction  might  have  had  this 
amount  to  something  other  than  what  it  looks  like  on  its  face. 

The  Chairman.  For  example,  you  say  you  need  a release,  when 
the  one  party  does  not  exist.  The  problem  is,  the  agency  tried  to 
claim  there  was  a partnership  that  did  not,  in  fact,  exist. 

Senator  Conrad.  Mr.  Chairman,  could  1 inquire  about  the  rules 
of  the  committee  here?  I mean,  are  other  members  of  the 

fpp  crnim»  — -1- 
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The  Chairman.  I have  got  one  more  question  and  that  would  be 

Mr.  Dolan.  Mr.  Chairman,  we  have  tried  to  be  forthcoming  on 
this  case.  The  staff  and  our  staff  have  talked  about  the  case.  I 
would  be  happy  to  go  into  executive  session  in  any  setting  that  you 
choose  and  work  this  in  a more  responsive  way.  I just  cannot  do 
it  in  this  setting. 

The  Chairman.  I have  to  say,  I find  this  case  and  the  treatment 
totally  incomprehensible.  It  is  no  wonder. 

[Applause] 

The  Chairman.  I would  ask  the  audience,  you  are  guests  of  the 
committee.  Applause  is  not  appropriate. 

My  time  is  running  out,  so  I will  turn  at  this  time  to  Senator 

Gramm.  . 

Senator  Gramm.  Mr.  Chairman,  thank  you.  How  much  time  do 

I have,  10  minutes? 

The  Chairman.  Ten  minutes. 

Senator  Gramm.  Well,  Mr.  Dolan,  let  me  first  say  that  I for  one 
am  appreciative  of  the  attitude  that  you  have  brought  before  this 
committee.  I think  had  you  come  here  today  in  a defensive  posture, 
that  we  would  have  had  tremendous  confrontation  which  would  not 
have  served  the  IRS  or  the  committee  well.  I think  your  basic  ap- 
proach is  the  right  approach,  and  I would  like  to  begin  by  thanking 
you  for  that. 

Let  me  also  say  that  I try  to  be  fair  in  dealing  with  government 
agencies  in  assuming  that  people  often  have  ulterior  motives,  that 
there  are  always  people  who  have  axes  to  grind.  When  I read  the 
testimony  of  your  former  and  mostly  your  present  agents,  in  read- 
ing the  testimony  it  was  hard  to  judge.  But  I would  have  to  say 
that,  in  listening  to  their  testimony,  I found  their  testimony  ex- 
tremely compelling. 

Here  is  the  problem,  as  I see  it.  Next  year,  the  tax  burden  on 
the  average  American  worker  is  going  to  be  the  highest  it  has  ever 
been  in  the  history  of  America.  Next  year  we  are  going  to  use  the 
power  of  government  to  take  31  cents  out  of  every  dollar  earned  by 
every  American,  on  average.  That  will  be  the  highest  tax  burden 
that  we  have  ever  tried  to  impose  on  the  American  people. 

Now,  it  seems  to  me  that  this  system  is  going  to  break  down  if 
people  become  convinced  that  it  is  not  fair,  that  part  of  the  ability 
to  collect  taxes  is  based  on  people  believing  that  they  are  being 
treated  fairly 

Now,  I hear  people  talking  about  a consumer  friendly  IRS.  For- 
give me,  I do  not  think  either  I or  my  constituents  could  ever  view 
the  IRS  as  customer  friendly.  I mean,  basically  your  duty  is  to  get 
money  for  the  government  to  spend. 

So  I think  much  of  the  idea  that  somehow  we  are  going  to  make 
people  love  the  tax  collector.  St.  Paul  was  not  successful  before  he 
went  on  that  road  to  Damascus. 

I guess  we  are  hoping  to  take  the  whole  agency  down  that  road, 
toward  the  bright  light,  and  the  conversion.  But  the  point  is,  we 
cannot  guarantee  everyone  that  they  are  not  going  to  have  bad  ex- 
periences with  the  IRS,  and  if  they  are  cheating  I do  not  want 
them  to  have  good  experiences. 
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I do  not  want  to  do  anything  that  will  reduce  your  ability  to  col- 
lect money  from  people  who  are  cheating,  because  part  of  fairness 
is  being  assured  that  cheats  are  going  to  be  prosecuted  and  that 
they  are  going  to  pay  like  everybody  else. 

But  what  is  most  damaging,  it  seems  to  me,  in  the  testimony  we 
have  heard,  is  the  very  real  picture,  compelling  picture  that  the 
system  is  not  fair  and  that,  in  fact,  in  the  last  few  years  the  level 
of  unfairness  has  grown,  and  grown  rapidly. 

We  had  six  of  your  current  agents  here  today,  and  I asked  each 


and  every  one  of  them,  in  the  last  two  or  3 years  is  it  your  percep- 
tion that  the  problems  you  are  talking  about,  problems  of  people 
being  pursued  for  money  they  did  not  owe,  problems  of  political  fa- 


voritism or  personal  favoritism,  very  severe  charges,  it  seems  to 
me. 

Very  serious  charges,  that  we  are  not  going  after  members  of  a 
union  because  they  are  politically  favored,  or  that  personal  friends 
of  a supervisor  are  not  being  audited  because  they  are  exerting  in- 
fluence. I think  people  ought  to  go  to  jail  for  doing  things  like  that. 

But  the  perception  of  each  one  of  those  six  individuals  was  that 
these  problems  were  getting  worse,  that  actually  these  problems 
were  growing.  It  seems  to  me  that  what  is  called  for  here  is  a dra- 
matic change  in  the  way  the  IRS  operates. 

It  seems  to  me  that  we  have  got  to  do  this  not  just  for  fairness, 
not  just  for  accountable  government,  but  I think  it  is  going  to  be- 
come increasingly  hard  to  collect  the  revenues  that  the  country 
claims  it  needs  if  people  do  not  believe  it  is  fair. 

Now,  I have  heard,  and  I will  get  to  my  questions,  a lot  about 
this  culture  of  the  IRS.  It  seems  to  me  there  are  two  ways  you  can 
look  at  this.  One,  is  you  have  got  a culture  problem  and  people  ba- 
sically have  taken  on  sort  of  a calloused  facade  and  they  are  run- 
ning over  people  and  you  need  to  get  them  together  and  convince 
them  not  to  do  it  anymore.  I do  not  buy  that.  I think  the  systems 
make  people  behave  as  they  do.  I think  the  problem  with  the  IRS 
is  a very  simple  problem:  power  corrupts. 

Y I think  what  we  have  got  to  do  is  to  find  some  way  of  having  a 
separation  of  power,  either  within  the  agency  or  breaking  the  agen- 
/'  cy  apart.  I think  we  have  got  to  have  some  checks  and  balances. 
I think  maybe  we  need  to  bring  more  senior  people  into  the  service 
who  did  not  come  up  through  the  ranks.  I think  you  need  a blend- 
ing of  the  two. 

But  I do  not  think  we  are  going  to  solve  this  problem  by  just 
viewing  it  as  sociology.  I think  the  problem  is,  there  is  something 
very  wrong  with  the  system  and  I think  that,  especially  in  the  last 
couple  of  years,  it  has  clearly  gotten  off  track. 

What  I would  like  to  ask  you  is,  as  a person  who  is  acting  direc- 
tor, who  obviously  is  a man  of  considerable  ability  and  is  a person 
whose  career  is  probably  going  to  be  judged  on  the  outcome  of  the 
changes  that  we  make  in  the  next  couple  of  years,  whether  that  is 
fair  or  unfair,  I think  that  is  the  case. 

What  kind  of  changes,  based  on  what  you  have  seen  in  the  last 
few  days  and  what  you  know  from  26  years  of  experience,  if  you 
were  sitting  where  I was  sitting  and  you  really  wanted  to  fix  this 
problem  and,  sitting  where  I am,  you  know  what  you  know  from 
26  years  and  having  at  least  Riin<»rfi/»iaiiir  -‘-a- 
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tions  that  have  been  raised,  what  kind  of  changes  would  you  want 
to  see  made? 

Mr.  Dolan.  That  is  the  $64,000  question.  That  is  a great  ques- 
tion. Let  me  tiy  to  tick  off  some  of  them  and  tell  you  that  I will 
probably  wake  up  tonight  and  wish  I had  given  you  four  better 
pieces  of  it. 

But  first  let  me  start  by  agreeing  with  you.  I think  when  some- 
thing is  right  or  wrong  it  is  typically  not  just  somebody  out  there 
operating  on  their  own.  They  are  products  of  Systems,  they  are  a 
product  of  the  way  operations  are  designed,  the  way  they  are  man- 
aged. So  good,  bad,  or  indifferent,  the  front-line  person  is  a product 
of  the  system  we  ask  them  to  operate  in. 

We  have  got  a number  of  challenges.  Maybe  the  one  I did  not  an- 
swer to  the  Chairman’s  satisfaction  is  that  there  is  some  tension. 
There  has  been  historical  tension. 

The  tension  exists  not  only  within  the  IRS,  but  the  IRS’s  rela- 
tionship with  the  Congress.  We  can  sit  as  you  suggested,  and  talk 
about  customer  this  or  more  of  this,  and  some  ability  to  better,  over 
the  long  haul,  reconcile,  what  is  the  expectation  of  the  Congress 
with  respect  to  the  revenue  raising,  with  respect  to  the  capability 
of  providing  first-class  customer  service.  There  are  some  core 
choices  and  reconciliation  of  views  that  maybe  in  the  past  we  have 
not  done  as  smoothly  as  we  might. 

So  if  I were  going  to  reinvent  the  world,  I would  find  some  me- 
chanic to  get  the  tax  administrators,  the  administration,  the  Con- 
gress’ reconciled  views  of  what  do  we  want  out  of  this  system.  Is 
it  a system  that  we  mostly  value  because  it  puts  $1.5  trillion  in  the 
bank  every  year,  is  it  a system  that  we  mostly  value  because  it  is 
one  of  the  principal  faces  to  our  citizenry,  is  it  both  those  things, 
how  do  we  want  to  balance  it. 

Senator  Gramm.  Well,  let  me  tell  you,  you  may  get  a lot  of  people 
who  are  going  to  give  you  a flowery  answer,  but  we  would  not  have 
an  IRS  if  we  did  not  need  the  $1.5  trillion  a year. 

Mr.  Dolan.  Right.  Right. 

Senator  Gramm.  So  we  are  sure  not  doing  this  to  be  consumer 
friendly. 

Mr.  Dolan.  And  I am  making  too  much  of  this  one  point. 

Senator  Gramm.  Let  me  also  say,  there  are  three  problems  as  I 
see  it,  and  two  of  them  are  not  your  creation.  No.  one,  to  get  people 
to  pay  taxes,  they  need  to  be  convinced  that  we  are  taking  a rea- 
sonable amount  of  their  income.  They  are  not.  Number  two,  they 
need  to  be  convinced  that  we  are  not  wasting  their  money,  and 
they  are  not.  They  are  right  on  both  those  counts.  The  one  you 
have  the  ability  to  control  is  that  at  least  maybe  we  are  taking  too 
much  and  maybe  we  are  squandering  it,  but  the  burden  is  falling 
fairly  on  everybody. 

We  are  clearly  failing  on  the  other  two,  in  my  opinion.  It  is  the 
third  one  here  that  I think  has  been  called  into  very  real  question. 
Not  only  do  the  American  people  believe  the  system  is  unfair,  ac- 
cording to  the  polls,  but  in  listening  to  these  people  who  are  on  the 
inside  it  is  obvious  the  people  are  right.  The  question  is,  how  can 
you  fix  that  problem? 

Another  thing  I thought  about,  let  me  try  to  direct  the  question 
a little  better.  In  the  criminal  justice  system,  for  example,  you  have 


got  police  officers  who  go  out  and  investigate  and  then  you  have 
a DA  who  takes  their  work  product,  then  that  DA  prosecutes.  Then 
you  have  got  a judge  and  jury,  so  there  are  checks  on  each  other. 
I do  not  see  that  same  system.  Now,  I do  not  know  the  IRS  I 
mean,  I do  not  want  to  know  it  a lot  better,  personally.  [Laughter.] 
Senator  Gramm.  But  is  there  some  way  within  the  IRS  we  might 
replicate  this  system  of  checks  and  balances?  Is  this  part  of  the 
problem?  As  many  of  our  witnesses  have  said,  are  you  the  judge 
the  jury  and  executioner  all  put  together?  ’ 

Mr  Dolan.  I hope  not.  I say  that  not  to  be  facetious,  because  I 
do  believe  that  when  you  probably  spend  more  time  than  either  of 
us  has  today  to  spend  on  it,  look  over  time  at  the  way  the  processes 
have  been  designed. 

For  example,  the  appeals  process.  The  appeals  process  and  the 
tax  system,  I think,  by  a lot  of  measures,  is  one  of  the  most  effec- 
tive dispute  resolution  mechanisms  that  keeps  the  lion’s  share  of 
controversy  that  comes  out  of  tax  audits. 

It  is  one  of  the  most  controversial  things  that  a person  can  be 
involved  in.  That  appeals  process  resolves  a remarkable  percentage 
ot  those  disputes,  short  of  ever  having  to  be  in  the  more  litigious 
long,  drawn  out  ones. 


So  I think  my  suggestion  would  be,  Senator,  there  are  elements 
of  todays  system  that  I think  provide  extraordinarily  effective 
checks  and  balances.  On  the  other  hand,  I think  in  terms  of  some 
of  the  examinations  that  have  been  done  recently,  just  exactly 
where  do  we  bring  this  more  customer-sensitive  capacity,  what 
kind  of  capacity  do  we  bring  to  the  table  when  we  deal  with  some- 
bod/s  account? 


Do  we  have  the  same  facility  to  give  you  a straight  answer,  a 
timely  answer,  closure  to  your  transaction  that  you  would  experi- 
ence if  you  dealt  with  your  bank,  your  credit  card  companies? 

Those  are  not  customer  friendly,  frilly  things  at  the  margin 
those  are  core  capacities.  If  we  did  them  better  than  we  do  today’ 
I think  you  would  take  a tremendous  amount  of  the  frustration  out 
of  some  of  the  interactions  that  occur  today. 

So  I am  not  so  sure  it  is  a matter  of  finding  a brand-new  struc- 
ture. I think  it  is  a matter  of  taking  some  parts  of  these  capacities 
and  going  from  1 to  10  on  the  scale  that  we  are  today. 

I think  your  suggestion  about  bringing  in  insight  from  the  out- 
side, bringing  people  in.  We  are  in  a complicated  world,  a com- 
plicated business,  and  you  cannot  grow  it  all  from  the  ground  up 
you  need  expertise  from  the  outside. 

Senator  Gramm.  Well,  Mr.  Chairman,  I know  my  time  is  up.  I 
just  want  to  say  that  I am  totally  convinced  that  we  need  to  pass 
legislation  that  is  aimed  at  changing  the  structure  of  this  system 
in  such  a way  as  to  deal  with  the  problems  we  have  heard  today 
and  to  at  least  give  an  assurance  that,  while  we  may  or  may  not 
fix  the  unfairness,  that  at  least  we  care  and  that  we  want  to  fix 
it. 


I think  it  is  going  to  require  not  just  another  little  Taxpayer  Bill 
of  Rights.  It  had  a great  title,  but  it  had  limited  impact. 

I think  we  need  a substantial  amount  of  work  from  this  commit- 
tee and  from  this  Congress  to  change  the  system  to  bring  in  checks 
and  balances,  to  bring  into  IRS  management  outsiders  whn 
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been  out  in  the  world  dealing  with  the  IRS,  while  preserving,  obvi- 
ously, the  experience  of  people  who  have  been  there  26  years. 

But  I think  we  need  to  change  the  system.  Not  do  pep  rallies  or 
hire  psychologists.  So,  obviously,  that  affects  you. 

The  Chairman.  Senator  Graham. 

Senator  Graham.  Thank  you,  Mr.  Chairman.  Mr.  Chairman,  to 
pick  up  on  the  last  comments  from  Senator  Gramm,  it  would  seem 
to  me  a good  place  for  this  committee  to  take  a next  step  would 
be  to  hold  a confirmation  hearing  for  the  nominee  to  be  the  perma- 
V nent  INS  commissioner. 

' As!  read  over  some  of  the  background  of  Mr.  Charles  Rosso tti, 
who  has  been  nominated,  it  sounds  as  if  he  has  the  kindof  charac- 
teristics that  we  are  looking  for.  He  founded  and  led  his  own  com- 
pany for  27  successful  years,  the  American  Management  System, 
a multi-million  dollar  computer  system  and  consulting  firm.  As 
someone  said,  he  does  not  come  out  of  the  kind  of  background  that 
has  typified  previous  IRS  commissioners,  for  better  or  worse. 

I would  suggest  and  urge,  Mr.  Chairman,  that  we  hold  a con- 
firmation hearing  in  order  to  solicit  the  ideas  of  this  fresh  person 
and,  if  he  meets  our  test,  to  get  him  on  the  job  as  quickly  as  pos- 
sible, because  he  has  sure  got  a lot  of  work  to  do. 

Second,  Mr.  Chairman,  I would  like  to  use  as  the  basis  for  some 
of  my  questions  a specific  case  which  came  to  the  attention  of  our 
office.  I might  state,  we  have  received  the  appropriate  release  of 
confidentiality  statements,  which  I can  make  available  to  whoever 
would  like  to  see  them,  in  order  to  talk  about  this  case. 

In  fact,  the  taxpayer  has  actually  urged  us  to  talk  about  her 
case.  This  is  a case  of  a lady  named  Be:tty  Bryant  who  lives  in  Opa 
Locha,  FL.  We  get  approximately  50  IRS  issues  raised  in  our  office 
every  week.  This  is  one  of  those  50, 

In  fact,  Ms.  Bryant,  who  is  a single  mother  with  one  child,  she 
is  a 25-year  State  of  Florida  employee.  She  operated  a group  home 
for  developmentally  disabled  adults.  In  the  summer  oif  1995,  she 
entered  into  a series  of  contacts  with  the  IRS  relative  to  whether 
she  owed  the  IRS  money  or  was  due  a refund. 

After  approximately  6 months  of  this,  in  frustration,  on  January 
29,  1996  she  contacted  the  Governor  of  Florida,  Governor  Chiles, 
who  in  turn  referred  her  to  our  office.  So  we  have  been  dealing 
with  this  case  since  early  1996. 

Just  to  briefly  recount  some  of  the  highlights  of  this,  we  referred 
the  case,  after  having  received  the  appropriate  Privacy  Act  forms, 
to  the  problem  resolution  office  in  March  of  1996.  It  took  the  better 
part  of  2Y2  months  to  get  a response  from  the  problem  resolution 
office. 

The  office  first  closed  the  case  because  Ms.  Bryant  was  unable 
to  provide  all  of  the  information  necessary.  Part  of  the  reason  she 
was  not  able  to  do  it  is  because  some  of  her  records  had  been  de- 
stroyed in  Hurricane  Andrew,  which  had  occurred  in  August  of 
1992.  The  case  was  then  reopened,  transferred  from  one  office  to 
the  other.  In  the  course  of  this,  her  wages  were  garnished  at  $100 
every  bi-week. 

Finally,  in  April  of  1997  it  was  determined  that  she  was,  in  fact, 
due  a refund.  A refund  was  sent  to  the  wrong  address.  She  re- 
quested an  explanation  of  the  refund.  That  request  resulted  in  a 


notice  that,  in  fact,  the  refund  was  inappropriate  and  she  did,  in 
fact,  owe  taxes. 

Finally,  in  July  of  1997,  2 years  after  the  case  started,  it  was  re- 
solved. Not  only  was  it  found  that  she  was  deserving  of  the  first 
refund,  she  got  a second  refund.  That,  in  summary,  is  her  case. 

Now,  what  are  some  of  the  broader  ideas  or  principles  that  come 
out  of  this  case?  One  of  them  is  that  it  seems  as  if  this  is  an  agency 
which  has  entities  that  sound  as  if  their  purpose  is  to  help  the  tax- 
payer provide  services,  but  where  the  taxpayers  are  extremely  dis- 
content with  the  service  they  receive. 

Complaints  such  as  this,  that  phone  calls  are  not  answered,  mail 
is  not  responded  to,  it  takes  2 years  to  get  a relatively  simple  an- 
« fwer  and  a resolution  of  the  case.  This  is  not  an  aberrant  case  this 
1S  °pe  hundreds  of  thousands  of  cases. 

NI3rnrst  question,  looking  to" the  organization  of  the  IRS,  is  how 
has  the  organization  gotten  so  far  away  from  its  clients  that  it  took 
a Congressional  hearing  to  understand  the  severity  of  this  case?  If 
Burger  King  or  McDonald’s  was  so  far  away  from  their  clients  that 
they  did  not  understand  that  they  were  putting  out  a bad  ham- 
burger, they  would  be  out  of  business. 

How  does  the  IRS  institutionally  try  to  avoid  this  failure  to  un- 
derstand and  be  sensitive  to  its  clients  and  the  quality  of  service 
it  is  delivering? 

Mr.  Dolan.  Senator,  let  me  take  a crack  at  your  basic  question 
Then  if  the  Chairman  would  permit,  I would  like  to  have  Lee  Monk 
sworn  in  Lee  is  our  taxpayer  advocate.  I think  you  framed,  by  the 
tacts  of  the  case,  a question  of,  why  did  it  take  such  a long  time 
and  why  did  somebody  not  pick  up  on  this  earlier. 

I do  not  have  an  easy  answer.  It  should  have  been  picked  up  ear- 
lier.  It  should  have  been  picked  up  upon  the  first  set  of  correspond- 
ence. If  it  was  not  then,  it  sure  should  have  been  resolved  perhaps 
more  quickly  when  it  got  into  problem  resolution.  I think  Lee  has 
a more  full  understanding  of  the  actual  case,  Senator,  if  we  could 
get  him  sworn  in  and  he  could  react  to  it. 

Senator  Graham.  Yes.  We  will  send  you  all  the  details  in  this  ac- 
tual case.  But  one  of  the  principles  that  I think  this  case  stands 
for  is  an  agency  that  has  lost  touch  with  the  people  that  it  is  in- 
tended to  serve.  I am  really  asking  a diagnostic  question:  why  did 
that  happen? 

Mr.  Dolan.  Senator,  I do  not  want  for  a second  to  suggest  your 
conclusion  is  wrong  with  respect  to  this  case,  that  we  lost  touch  of 
the  taxpayer  in  this  instance.  I think  on  a daily  basis  some 
330,000,  340,000  cases  went  through  the  Problem  Resolution  Pro- 
gram last  year,  and  I think  in  large  part  they  went  through  to  the 
satisfaction  of  the  taxpayer. 

We  have  a variety  of  ways  where  we  attempt  to  elicit  problem 
cases>  concern  cases  and  I do  not  think  we  are  as  effective  as  we 
should  be.  That  is  why  I ticked  off  those  things.  I may  have  done 
it  before  you  came  in  the  room.  I ticked  off  a series  of  things  that 
I want  to  see  us  do  beyond  where  we  are  today,  because  putting 
these  kinds  of  gaps  between  the  taxpayer’s  problem  and  the  ability 
to  solve  them  is  not  good  for  the  taxpayer  and  not  good  for  the  faith 
in  the  system  that  so  many  of  the  other  Senators  have  talked 
about. 
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Senator  Graham.  What  about  the  question  of,  how  did  it  happen 
institutionally  that  this  agency,  at  least  has  created  the  appearance 
in  this  case,  and  I would  suggest  hundreds  of  thousands  of  others 
like  it,  that  there  is  a disconnect' bejtween  it  ancPfhe  people  that 
it  Is  intended  to  serve,  the  "S”  in  the  InterhaTRevenue  Service? 

Mr.  Dolan.  I think  the  only  way  to  institutionally  answer  that 
is  that  you  have  to  posit  that  we  have  placed  inadequate  resource 
and  management  attention  on  the  processes  that  ensure  that  when 
we  generate  notices  to  taxpayers,  someone  is  satisfied  that  you 
have  the  capacity  to  take  the  response  call,  to  take  the  letter  back. 
In  some  cases,  our  match  of  capacity  in  taking  inbound  calls  or  tak- 
ing reply  correspondence  has  not  matched  the  volumes  of  outbound 
notices.  We  are  trying  today  to  fix  that. 

You  move  on  up  the  chain  and  you  get  into  some  of  the  things 
I was  talking  about  in  my  opening  statement.  When  a case  in  the 
early  stages  reflects  itself  as  off  track,  do  enough  people  feel  that 
they  own  the  responsibility  to  take  that  case  and  get  it  into  prob- 
lem resolution?  I think  we  have  failed  in  some  respects,  having  a 
greater  sense  that  no  matter  who  you  are  in  the  organization,  you 
have  an  obligation  to  get  it  over  in  problem  resolution. 

I think  clearly  in  your  case  you  raise  the  question  of,  once  in 
problem  resolution,  does  it  work  as  effectively  as  it  should.  So  I 
think  those  would  be  the  three  aspects  of  the  system  and  each  of 
which  leaves  something  to  be  desired  about  our  past  performance 
that  would  have  to  be  improved. 

Senator  GRAHAM.  Before  these  hearings  this  week,  was  the  lead- 
ership of  the  agency  aware  that  there  were  these  problems? 

Mr.  Dolan.  Absolutely.  We  have  a significant  amount  of  effort, 
Senator,  in  each  of  those  areas.  I mentioned  again,  perhaps  before 
you  entered  the  room,  a joint  effort  that  has  been  ongoing  for  the 
last  3 or  4 months  with  the  Treasury  Department  and  NPR  that 
is  going  to  produce  in  middle  October  an  entire  suite  of  proposals. 
Several  of  them  are  going  to  be  involved  in  just  this  area  of  how 
the  notice  process  works,  how  we  staff  it,  and  how  we  respond  to 
people  who  are  replying  back  to  our  notices,  which  was  the  case  in 
this  taxpayer’s  instance. 

Senator  Graham.  This  is  a collections  case.  But  the  collection 
cases  ought  to  be  the  rare  ones,  as  you  state.  Eighty  to  85  percent 
of  the  cases  should  be  handled  without  the  necessity  of  IRS  inter- 
vention. 

Mr.  Dolan.  Correct. 

Senator  Graham.  So  for  those  vast  numbers  of  cases  that  do  not 
get  to  collection,  the  basic  things,  answering  the  telephone  prompt- 
ly and  with  credible  information,  being  able  to  provide  the  forms 
and  those  forms  being  understandable  to  the  taxpayer  citizen,  ex- 
plaining the  instructions. 

At  the  beginning  of  this  case  this  lady  wanted  to  sit  down  with 
somebody  and  just  say,  here  are  all  my  records,  tell  me  what  I need 
to  do.  It  took  her  the  better  part  of  24  months  to  get  to  that  point. 
People  basically  want  to  do  the  right  thing,  but  in  this  complicated 
tax  system  and  the  complications  of  life,  they  need  help  to  do  what 
they  and  the  American  government  wants  them  to  do. 

Mr.  Dolan.  Senator,  I agree  with  you.  One  of  the  things  you 
highlight  is  a very  significant  challenge  for  us,  which  is  making  the 


notices  and  the  information  we  send  to  people  clear  on  their  face 
because  some  of  what  we  send  today  certainly  fails  that  test 
Would  you  prefer  that  Mr.  Monks  deal  separately  on  that’ 

Senator  Graham.  I think  maybe  we  could  deal  separately  on  the 
specifics  of  this  case.  J 

Mr.  Dolan.  All  right. 

Senator  Graham.  I was  trying  to  use  it  to  illustrate  a broader 
issue. 

Mr.  Dolan.  I appreciate  that. 

Senator  Graham.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Mr.  Dolan,  I did  not  hear  your  statement  How 
many  people  or  how  many  cases  are  involved  in  the  problem  resolu- 
tion process? 

Mr.  Dolan.  Last  year  there  were  just  over  300,000  in  the  nroh- 

lem  resolution  program.  — — " 

The  Chairman.  Senator  Breaux. 

Senator  Breaux.  Thank  you,  Mr.  Chairman. 

■ ThaJlk,  y°u>  Mr-  Dolan,  for  being  with  us.  I would  imagine  there 
is  probably  no  person  in  the  entire  city  of  Washington  that  would 
have  hoped  that  this  committee  would  have  already  confirmed  the 
commissioner  of  the  IRS  than  you. 

Mr.  Dolan.  I was  inclined  to  give  an  amen  to  Senator  Graham’s 
comment  a moment  ago. 

Senator  Breaux.  Well,  I appreciate  your  being  here  as  acting 
commissioner  and  for  your  testimony.  We  have  heard  a lot  of  bad 
things  for  the  last  3 days,  but  I think  the  best  thing  we  have  heard 
in  the_3_days  is  your  statement  that  the  IRS  is  in  the  middle  of 
a tremendous  amount  of  change.  — — — “ 

I think  that  that,  in  itself,  is  very  encouraging,  recognizing  that 
change  is  necessaiy  particularly  after  hearing  the  problems  of  the 
last  2 and  3 days  Hopefully,  you  and  whoever  will  be  the  commis- 
sioner will  learn  from  these  hearings,  as  I think  all  of  us  are  learn- 
ing, about  the  things  that  need  to  be  done. 

Let  me  ask  just  a couple  of  questions.  How  many  tax  filers  are 
there  in  our  country  each  year,  approximately? 

Mr  Dolan  We  have,  I think,  just  over  200  million  returns  0f 
w .Qn.t_H9  million  of  them  are  individual  tax  returns] 

Senator  Breaux.  And  of  the  200  million  plus  tax  filers  how 
many  are  audited  each  year,  approximately? 

Mr.  Dolan.  It  runs  right  around  2 percent,  I think,  Senator.  I 
can  put  my  hands  on  the  number. 

Senator  Breaux.  So  about  approximately  2 percent  of  the  200 
million  are  audited.  Is  that  a ball  park  figure?  I am  not  looking  for 
the  actual  number.  I mean,  it  is  about  2 percent  of  the  200  million’ 
Mr.  Dolan.  1.6  percent,  I am  told,  Senator. 

Senator  Breaux.  So  of  the  98  percent  that,  I take  it,  are  not  au- 
dited, they  would  presumably  have  no  additional  dealings  with  the 
Internal  Revenue  Service  after  they  have  filed  their  tax  return 
Mr  Dolan.  That  vast  majority,  you  are  right,  Senator.  You  file 
your  tax  return,  either  get  one  of  the  85  to  90  million  refunds  that 
will  be  issued,  or  your  check  clears  and  pays  the  balance  that  is 
outstanding. 

Senator  Breaux.  How  many  employees  does  the  IRS  have’ 

Mr.  Dolan.  It  is  102,000. 
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Senator  Breaux.  We  heard  from  six  today.  How  typical  of  the 
102,000  do  you  think  the  six  we  heard  from  are? 

Mr.  Dolan.  That  is  a tough  one  for  me,  Senator,  because  I want 
to  tell  you  that  I think  you  heard  some  differences  this  morning 
than  what  you  might  hear  if  you  sampled  more  broadly.  I want  to 
say  that,  though  in  a way  not  for  a moment  to  discount  what  those 
men  and  women  have  said,  because  there  are  clearly  some  things 
that  need  to  be  said,  need  to  be  heard,  and  need  to  be  followed  up 
on. 

We  do  have  a couple  of  processes.  We  are  just  in  the  process  of 
doing  the  third  cycle  of  something  we  call  survey  feedback  action. 
This  is  a process  we  have  used  internally  now  for  about  6 years. 
On  a regular  cycle,  we  survey  our  employees  about  a whole  series 
of  things  and  typically  look  at  cycle-to-cycle  changes. 

Senator  Breaux.  What  type  of  surveys  do  you  conduct  among 
your  employees;  do  you  ask  them  to  respond  in  writing  if  they  have 
complaints? 

Mr.  Dolan.  Well,  we  do  have  a specific  request.  This  survey  is 
essentially  one  that  asks  you  to  place  gradations  on  a series  of 
maybe  40,  50  questions.  The  questions  are  compared  to  the  prior 
cycle  and  the  prior  cycle  to  look  at  where 

Senator  Breaux.  What  is  the  purpose  of  that  questionnaire? 

Mr.  Dolan.  It  is  for  the  purpose  of  finding  out  about  the  expecta- 
tions of  the  job,  about  quality  customer  service  impediments,  about 
interactions  with  management.  It  is  a general  workplace  survey 
that  is  both  supposed  to  identify  issues  that  are  impediments  and 
pluses  to  getting  the  job  done,  as  well  as  environmental  issues 
about  the  organization. 

Senator  Breaux.  Do  the  people  that  respond  to  those  question- 
naires do  so  without  any  fear  of  having  action  taken  against  them 
by  the  IRS?  « 

Mr.  Dolan.  They  are  done  anonymously,  Senator. 

Senator  Breaux.  So  they  are  not  identified  and  pretty  much  have 
a free  shot  at  saying  what  they  want. 

Mr.  Dolan.  That  is  correct.  That  is  correct.  That  information  is 
then  played  back.  We  distribute  back  to  a group  the  profile  so  that 
the  manager  in  that  group  has  a way  of  saying  anonymously,  here 
is  how  the  people  in  my  organization  feel  about  the  elements  of 
their  job,  this  is  the  place  to  work. 

Senator  Breaux.  How  long  has  that  process  been  in  place? 

Mr.  Dolan.  We  have  just  administered  the  third  cycle  of  it.  I 
think  it  probably  covers  about  a 6-year  period;  5 to  6 years.  This 
is  the  third  time  we  have  administered  it. 

Senator  BREAUX.  The  Chairman  read  _a  letter  from  the  U.S.  At- 
J torney.  Department  of  Justice  tax~attornev.  that  basically  said  that 
a particular  case  did  riot  have  any  merit,  and  suggested  that  the 
IRS  not  proceed  on  that  case. 

Does  the  IRS  ever  get  letters  from  the  Department  of  Justice 
that  suggest  you  should  proceed  on  a case  when  the  IRS  feels  you 
should  not  and  therefore  you  do  not  take  action,  or  does  the  Justice 
Department  call  the  shots  in  all  cases? 

Mr.  Dolan.  Well,  typically  we  are  making  a recommendation  to 
the  Department  of  Justice,  who  has  the  final  call  on  whether  the 
case  goes  forward  on  behalf  of  the  United  States. 
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fn rSnrSr  ?.REAUX-  The  Question,  I guess,  before  it  gets  to  Justice 

aSMUWtW be  **  “ , 

■ in  i 

c&lpknb8othn^s: C0,Ild  corae  up  with  an  “ample  whe're  # i 
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, are  career  people  passing  through  different  departments 
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soon  as  they  finish  the  problem  resolution  part  of  their  career  and 
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to  represent  their  opinion  to  the  IRS  instead  of  having  to  go  to  the 
IRS  to  represent  their  position  to  the  IRS. 

So  I would  like  to  ask,  what  are  your  thoughts  about  that  sug- 
gestion? 

Mr.  Dolan.  Senator,  I have  heard  a lot  of  really  good  discussion 
on  both  sides  of  that.  The  argument  for  independence  has  all  the 
attributes  that  you  describe. 

I have  two  concerns  about  that,  however.  One,  at  the  end  of  the 
day,  I certainly  want  a district  director  or  service  center  director 
to  be  accountable  for  what  is  going  on  in  their  operation,  so  I think 
it  is  important  that  when  mistakes  get  made  in  the  district  or  cen- 
ter1, the  ownership,  the  person  who  is  accountable  for  getting  them 
fixed,  is  the  person  who  runs  that  entity.  You  run  some  risk  if  you 
put  your  problem-solving  process  totally  outside  the  line  that  it  be- 
comes somebody  else’s. 

Senator  BREAUX.  I am  not  so  much  advocating  that  the  penalty 
be  done  by  someone  from  the  outside. 

Mr.  Dolan.  All  right. 

Senator  Breaux,  I am  more  concerned  about,  in  determining 
whether  they  were  treated  rightly  or  wrongly,  that  it  is  not  the 
people  who  have  done  the  right  or  wrong  that  makes  the  decision 
of  whether  it  was  right  or  wrong. 

Mr.  Dolan.  All  right.  I am  sorry.  Let  me  suggest  what  we  have 
*just  done  within  the  last  year  in  terms  of  offering  administrative 
appeals  to  the  Appeals  Division,  which  does  sit  outside.  It  is  a to- 
tally different  organization  from  the  district  or  center  management. 

Today  the  liens,  levies  and  seizures,  which  were  all  areas  of  con- 
siderable controversy  in  the  collection  cases,  were  things  that  we 
put  into  that  administrative  appeal  process  last  year  and  I think 
they  bring  some  of  the  separation  or  independence  that  you  have 
in  mind. 

Senator  Breaux.  I have  one  final  question.  How  much  does  the 
IRS  hate,  when  you  get  a letter  from  a member  of  the  United 
States  Senate  or  a member  of  Congress  on  behalf  of  a taxpayer? 
I mean,  do  they  just  go  ballistic  and  say,  we  will  show  that  tax- 
payer, we  will  show  that  member  of  Congress  for  trying  to  interfere 
with  what  we  do  as  our  job?  Be  honest  about  it. 

Mr.  Dolan.  Well,  what  I would  like  to  do,  is  turn  that  back 
around  to  you  and  have  you  tell  me  that  your  home  staffs  think 
that  they  have  pretty  good  relationships  with  the  districts  and  the 
State.  When  the  case  worker  calls  the  IRS  Problem  Resolution  and 
says,  I have  got  this  problem,  that  frequently  you  feel  like  you  are 
getting  pretty  good  service. 

At  least  anecdotally,  what  I am  generally  told,  and  I have  a lot 
of  members  of  Congress  say,  I do  not  care  too  much  for  you,  Dolan, 
here  at  the  national  office,  but  do  not  mess  with  the  problem  reso- 
lution officer,  because  that  is  my  bread  and  butter  back  in  the  dis- 
trict or  back  in  the  State. 

So  not  only  do  we  not  have  that  reaction,  I think  we  believe  that 
those  are  pretty  important  portals  through  which  we  learn  about 
taxpayer  cases  and  try  to  get  them  solved. 

Senator  Breaux.  Does  the  taxpayer’s  case  get  a notation  made 
on  it  that  a member  of  Congress  has  made  an  inquiry? 
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Mr.  Dolan.  As  a problem  resolution  case,  it  does  not.  We  do  have 
a correspondence  tracking  process  in  almost  every  office  that  would 
identify  an  inbound  Congressional  and  be  sure  that  the  response 
gets  back.  We  have  got  a set  of  response  dates  for  congressional 
and  we  control  it  for  that  purpose. 

Senator  Breaux.  Well,  again,  I thank  you  for  being  here.  Num- 
ber one,  we  have  got  to  get  the  commissioner  approved,  and  num- 
ber two,  the  best  thing  you  said  was  that  the  IRS  is  undergoing 
a tremendous  amount  of  change  and  I congratulate  you  for  that 

Mr.  Dolan.  Thank  you. 

The  Chairman.  Senator  Bryan. 

Senator  Bryan.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Dolan,  it  is  clear  to  me  that  the  agency  has  a lot  of  problems. 
I agree  with  the  observation  generally  of  Senator  Graham,  but  i 
think  they  are  structural  in  nature.  We  are  not  going  to  be  able 
to  legislate  a code  of  personal  conduct  unless  we  change  the  fun- 
damental structure  of  the  agency  itself. 

It  strikes  me  that  one  of  the  redeeming  qualities,  the  great  ge- 
nius of  the  American  constitution  is  it  recognizes  the  inherent  pro- 
pensity for  the  abuse  of  power,  so  therefore  it  diffuses  power  across 
three  branches  of  government,  with  a series  of  checks  and  balances. 
That  system  has  served  us  well,  it  seems  to  me,  over  the  past  two 
centuries. 


What  I think  our  challenge  will  be,  is  without  in  any  way  dimin-  v „ 
ishing  your  ability  to  collect  the  revenue  from  those  taxpayer  who  /nl  ^ 
owe  money  under  our  Tax  Code  to  the  Federal  Government,  is  to  ' • 
provide  a series  of  checks  and  balances  so  the  excesses  which  have 


been  testified  to  by  those  who  appeared  before  us  today  as  employ- 
ees of  the  IRS  and  those  taxpayer  who  shared  with  us  with  some 
degree  of  specificity  the  problems  that  they  faced  on  the  day  before 
to  build  on  that  series  of  checks  and  balances. 


We  are  never  going  to  make  a trip  to  the  IRS  like  a trip  to 
Disneyland.  That  will  never  be  one  of  the  most  pleasant  encounters 
an  individual  will  have  in  his  or  her  life,  no  matter  what  changes 
we  made.  Inherently,  your  job  is  to  collect  money  from  us.  That  is 
something  that  does  not  put  you  on  the  high  road,  so  to  speak. 
That  is  something  that  everybody  resists  because  we  would  all  like 
to  pay  less  money.  That  is  the  nature  of  the  system. 

Some  of  the  employees  offered  some  suggestions  here  and  I just 
want  to  get  your  visceral  reaction  to  them  and  say,  as  my  colleague 
Senator  Breaux  did,  I hope  you  will  work  with  us  as  we  tiy  to  look 
at  this  restructuring  of  the  agency.  You  have  got  26  years  of  experi- 
ence. That  is  helpful. 

The  new  commissioner,  whom  I hope  will  get  a hearing  early  on 
and  will  be  approved  and  confirmed  by  this  Congress,  comes  from 
®.  different  background,  and  hopefully  he  will  be  able  to  provide  a 
different  perspective. 

But  a comment  that  seemed  to  run  through  several  of  the  wit- 
nesses’ observations  this  morning,  it  is  for  your  internal  security 
operation.  That  clearly  has  to  have  not  only  an  appearance,  but  a 
reality  of  separation  so  that  it  can  act  without  fear  of  reprisal  or 
the  perceived  fear  of  reprisal.  We  need  to  take  a look  at  that. 
Again,  I hope  that  you  will  work  with  us,  as  a number  of  us  are 
going  to  try  to  Dut  some  of  ttmoo  — * — *.i 
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A suggestion  which  I think  may  have  some  merit,  and  obviously 
I want  to  welcome  your  and  other  response,  is  perhaps  we  need  to 
separate  the  Criminal  Division  from  the  Civil  Division  and  provide 
its  functions  in  a different  agency  so  the  IRS  is  not  both  a civilian 
enforcer  as  well  as  a criminal  enforcer  of  the  Revenue  Code.  Do  you 
have  any  initial  reaction  to  that? 

You  heard  the  testimony  that,  indeed,  it  is  the  fear  of  potential 
criminal  prosecution  that  gives  the  heavy  hammer  that  comes 
down,  in  some  cases,  far  too  heavily  and  imposes  the  sense  of  fear 
that,  my  gosh,  my  case  is  going  to  be  turned  over  for  criminal  pros- 
ecution unless  I agree  with  everything  the  IRS  wants  me  to  do  on 
this  particular  matter  that  may  be  in  dispute. 

Mr.  DOLAN.  Senator,  both  of  the  examples  you  used,  as  raised 
this  morning  in  the  witnesses’  testimony,  I think  would  benefit 
from  further  examination.  We  have  looked  at  that  in  the  past  and 
there  are  a set  of  issues  that  would  also  argue  for  the  continued 
strong  relationship  between  the  civil  and  criminal.  So  I do  not 
know  that  it  is  a slam  dunk.  I think  it  is  one  where  thoughtful  en- 
gagement on  both  of  those  would  be  productive. 

Senator  Bryan.  Well,  I appreciate  your  response.  I do  not  know 
that  that  is  the  answer  either,  but  I thought  the  comments  made 
by  the  witnesses  were  thoughtful  and  I found  them  constructive 
when  I asked  specifically  what  to  do. 

\/  I mean,  the  concept  of  some  kind  of  an  administrative  law  judge, 
p iome  fair,  even-handed  person  who  is  not  part  of  the  IRS,  not  a 
< former  IRS  agent  who  has  been  promoted  from  the  system,  but 
some  sense  that  the  taxpayer,  before  getting  involved  in  the  expen- 
sive process  of  litigating,  or  going  to  tax  court,  or  paying  money 
under  protest  and  then  suing  to  recover  that  money,  some  kind  of 
an  administrative  process  where  the  taxpayer  can  go  and  have 
some  of  these  issues  resolved  expeditiously  and  at  minimal  cost.  Is 
that  a concept  worthy  of  pursuing? 

Mr.  Dolan.  I do  not  care  what  walk  of  life  we  are  in,  Senator. 
That  is  a great  concept. 

Senator  Bryan.  Yes. 

J-  Mr.  Dolan.  What  I would  be  inclined  to  do,  though,  is  also  ad- 
je^vance  again  the  comment  of  a couple  of  minutes  ago.  Our  appeals 
' function  has  had  some  unique  success  in  that  and  I think  before 
I created  a brand-new  box  I would  want  to  see  if  there  are  other 
ways  of  looking  at  expanding  its  jurisdiction,  because  it  creates  the 
kind  of  checks  and  balances  you  talked  about. 

Senator  Bryan.  Right.  And  I am  sure  that  you  have  had  suc- 
cesses. But  I think  what  we  are  hearing  and  what  we  hear  from 
our  constituents,  there  are  clearly  examples  of  great  success  that 
you  have  had.  Our  office,  as  well  as  every  member,  has  had  to  con- 
tact them  on  behalf  of  a constituent  and  the  issue  is  resolved  quick- 
ly and  satisfactorily  to  the  constituent,  you  do  not  hear  much  about 
those  because  those  are  good  news  cases,  but  there  is  a perception 
out  there,  and  a perception  in  our  line  of  work  as  well  as  your  line 
of  work  becomes  reality. 

Mr.  Dolan.  I agree. 

Senator  Bryan.  That  it  is  broken,  that  somehow  we  need  to 
change  the  structure  so  that,  indeed,  the  perception  as  well  as  the 
reality  is  that  people  can  get  a fair  break  if  they  have  an  honest 
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if”?™  °f  opinion.  ™th  revenue  agent  about  whether  or  not  > 
dditmna1  revenue  is  owed  based  upon  an  interpretation  of  the-=^' 

ode  or  an  honest  dispute  between  the  revenue  agent  and  the  tax-  ^ 
payer. 

KlS>  finally,  Senator  Breaux’s  comment,  some  kind  of  an  om- 

™ ’ S0Tb°dy  Wh°  c?n>  m effect>  sPeak  on  behalf  of  the  aver- 

age person  who  comes  in  there  with  a case  that  may  not  be  monu- 
mental in  terms  of  the  magnitude  of  cases  that  you  deal  with  at 
the  top  level,  but  for  a modestly  situated  taxpayer,  a few  hundred 
dollars  in  his  or  her  life  can  make  a tremendous  difference.  Is  that 
a concept  that  we  can  talk  with  you  about? 

Mr.  Dolan  Senator,  I would  like  to  taik  further  about  it.  Obvi- 
tbe  two  taxpayer  Bill  of  Rights  we  have  sought  to  create 
in  the  taxpayer  advocate  this  kind  of  capacity.  I think  there  is  now 
legislation  moving  m both  Houses  that  will  deal  with  another  set 

tluhSot^F  rC  ”fhtS’  anth  may  wel1  be  in  the  contextof 

that  that  some  of  these  ideas  would  profitably  be  considered 

sideenASnB?tWnketh  In  °ther  W°rds’  Someborly  that  is  on  their 
side.  Again,  I think  the  appearance  is  terribly  important.  It  iust 

cannot  be  somebody  that  is  assigned  previously  from  the  Criminal 

Division  or  the  Revenue  Collection  Office  has  assigned  to  represent 

It  has  got  to  be  somebody  who  clearly  is  recognized  by  the  tax-  L, 

?wrfLtlat  thlS  j somebody  that  really  does  not  have  any  ties  -JC* 
that  this  person  does  not  eventually  wind  back  into  the  system  ** 
and,  depending  upon  how  he  or  she  performs,  he  can  have  your  iob 

Dolan- fOT  eMmp,e  1 mean-  “ >-  **  ‘o 

Mr.  Dolan.  I think  you  are  dead  on,  Senator.  I think  perception 
right617  blt  aS  blg  aS  reaHty  in  theSG  C3Ses’  and  1 think  you  are 

Senator  Bryan  Good.  Now,  these  are  not  monumental.  These 
are  not  earth-shaking.  We  will  not  see  these  on  the  front  page  of 
the  papers  tomorrow.  But,  I mean,  the  suggestion  that  the  offices 
be  open  m the  evening,  that  is  not  a radical  notion 

hfPPen, t0  represent  a State  in  which  our  two  principal  cities 
operate  24  hours  a day,  but  our  municipal  courts  all  over  America 

^OO^^Ofrtfl-nnT0®’  rec°e™ing  ^at  most  people  work  8:00  to 
does  it?  t0  6 °0’  1 m an’  tbat  does  not  require  an  act  of  Congress, 

Mr.  Dolan.  No. 


, ®fnftor  Bryan.  If  you  found  that  meritorious,  even  on  a trial 
basis  to  see  if  we  could  not  try  to  make  the  office  hours  more  re- 
Bponsive  to  the  working  schedules  of  average  people. 

Mr.  Dolan.  Senator,  that  is  also  right  on  the  money.  Two  weeks 
ago,  we  had  all  of  our  Customer  Service  Division  Chiefs  in  looking 
at  doing  exactly  that  with  our  phone  site.  Potentially  on  some  basis 
Th1ntaVe  24'hT  and  in  some  others,  at  least  16  hours  I 

ioSts  tSft  f°ad  and  making  ourselves  available  at 

k f*r  ]he  taxpayer  is  exactly  the  right  way  to  go 
Senator  Bryan.  And  to  do  so  on  a trial  basis,  and  recognize  that 
f theSe,  pearIs  of  wisdom  that  I am  sharing^th  you 
may,  in  fact  sound  better  than  they  actually  work  out  in  practice 
but  to  try  it  on  a prototype  basis.  Municipal  court  systems  that 
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have  a night  court,  that  has  been  immensely  helpful.  Those  are 
very,  very  convenient  for  the  public. 

Finally,  one  thing  that,  if  true,  you  should  change  immediately. 
That  is,  if  your  hotline  has  called  ID  so  the  individual  who  calls 
in  can  be  traced  immediately  as  a result  of  the  call,  that  is  some- 
thing I would  suggest,  Mr.  Dolan.  We  do  not  need  an  act  of  Con- 
gress for  that. 

I would  hope  if  that,  in  fact,  is  true,  that  you  would  issue  an 
order,  retroactive  to  this  morning  at  0800,  whenever  your  people 
come  in,  that  that  has  got  to  be  dropped.  That  is  just  pretty  out- 
rageous. 

Mr.  Dolan.  Senator,  let  me  say,  as  I heard  that  this  morning  I 
believe  that  was  a concern  raised  about  the  Inspector  General’s 
hotline.  I intend  to  be  sure  that  she  is  aware  of  that. 

For  the  very  reasons  you  mentioned,  even  in  tax  cases,  our  call 
sites  do  not  use  caller  ID  for  that  very  reason.  We  do  not  want  the 
average  taxpayer  worrying  that  we  are  going  to  pick  up  telephone 
numbers  that  way  and  call  back.  I will  clearly  take  that  issue  to 
the  Inspector  General  and  be  sure  that  she  has  been  apprised. 

Senator  Bryan.  But  the  assurance  that  you  are  giving  is  that,  at 
least  within  the  area  of  your  jurisdiction,  people  can  call  and  there 
is  not  a caller  ID. 

Mr.  Dolan.  I will  satisfy  myself  before  the  day  is  out  that  that 
is  the  case  in  the  Inspection  Service  as  well.  I believe  it  to  be  the 
case  that  there  is  no  caller  ID  there. 

In  terms  of  the  case  this  morning,  I think  I am  going  to  learn 
for  sure  whether  there  is  right  now.  Doug  tells  me  there  definitely 
is  not  in  our  Inspection  Service.  I will  take  the  concern  to  the  In- 
spector General  about  the  800  number  and  see  whether  she  needs 
to  react  or  not. 

Senator  Bryan.  Yes.  I appreciate  that. 

One  last  point  that  I wanted  to  make.  You,  in  responding  to  Sen- 
ator Roth  and  Senator  Breaux  on  the  Savage  case,  that  is  the  case 
where  you  got  the  letter  from  the  Department  of  Justice,  and  you 
were  reluctant  to  testify  about  it  because  you  only  had  one  release. 
Now,  most  folks  out  there  do  not  know  what  the  devil  you  are  talk- 
ing about,  so  let  me  give  you  an  opportunity  to  tell  them.  You  are 
talking  about  a privacy  release. 

Mr.  Dolan.  Thank  you,  Senator. 

Senator  Bryan.  Senator  Graham  had  a privacy  release  and  em- 
phasized that  point.  But  you  are  not  able  to  testify  about  the  impli- 
cations for  the  other  two  taxpayers  that  may  have  some  relevance 
to  the  decision  that  you  made  or  did  not  make  in  the  Savage  case, 
because  you  do  not  have  a privacy  release  from  them  and,  there- 
fore, it  would  be  against  the  law  for  you  to  discuss  that  in  a public 
setting. 

Mr.  Dolan.  Thank  you  for  cleaning  up  my  act.  I should  have 
been  more  clear.  That  is  exactly  the  case. 

Senator  Bryan.  But  if  you  had  those  privacy  releases  you  would 
be  more  forthcoming  with  our  able  Chairman  and  the  committee? 

Mr.  Dolan.  Correct.  And  without  it  I would  be  capable  of  talking 
about  it,  but  only  in  executive  session. 

Senator  Bryan.  I appreciate  that. 

Thank  you  very  much,  Mr.  Chairman.  Thank  you. 


The  Chairman.  I would  just  point  out  to  my  distinguished  friend 
from  Nevada,  that  one  of  the  parties  does  not,  in  fact,  exist. 

Senator  Bryan.  So  we  only  had  one  more  tax  release  that  we 
need. 

The  Chairman.  I have  been  corrected.  Neither  party  exists. 

Senator  D’Amato? 

Senator  D’Amato.  Mr.  Chairman,  let  me  pursue  that,  if  I might. 
Now,  Mr.  Dolan,  if  we  are  talking  about  a fictitious  party,  are  we 
talking  about  needing  a privacy  release  for  one  additional  person 
or  two?  If,  indeed,  you  have  asserted  to  the  Chairman  that  there 
are  two  other  individuals,  I think  it  is  important  that  we  know. 
Now,  how  many  individuals  are  there? 

Mr.  DOLAN.  Senator,  there  are  not  two  other  individuals.  There 
is  at  least  one  other  actual 

Senator  D’Amato.  Well,  it  is  not  at  least.  That  would  be  a 
misstatement,  would  it  not? 

Mr.  Dolan.  I am  sorry.  Thank  you.  It  is  getting  late  in  the  day 
and  I am  not  doing  this  very  well.  There  is  one  other  taxpayer  and 
I am  told  by  counsel  that  if  we  had  had  the  release  of  that  other 
taxpayer  we  would  have  been  able  to  continue  the  conversation. 

Senator  D’Amato.  All  right. 

The  Chairman.  I would  point  out  that  the  other  party  is  no 
longer  in  business. 

Mr.  DOLAN.  Senator,  as  I would  understand  it,  that  would  still 
require  me  to  have  a release. 

Senator  D’Amato.  Let  me  tell  you  where  I have  some  problem. 
I am  going  to  go  beyond  that,  but  I do  have  a problem  with  the 
manner  in  which  that  was  answered. 

Earlier  today,  and  I was  not  here  and  I apologize,  because  we 
had  a transportation  bill,  the  ISTEA  bill  reauthorization  for  the 
next  6 years,  and  I chaired  that  hearing  so  I was  not  able  to  be 
here,  Mr.  Chairman. 

But  I want  you  to  know  that  the  American  people  are  vitally  in- 
terested. I have  received  scores  of  e-mail  letters.  Let  me  share  with 
you  just  two.  I will  only  read  parts  of  them. 

One  from  Dave  Finger  Lakes.  “Dear  Senators  D’Amato  and  Moy- 
mihan:  The  types  of  mismanagement  and  abuse  being  chronicled 
before  your  committee  show  a pervasive  attitude  towards  disregard 
of  the  constitution  and  due  process.”  It  goes  and  says,  “Accountabil- 
ity has  been  talked  of  this  morning,  now  it  is  time  to  put  that,  with 
the  necessary  consequences,  into  practice.” 

I would  suggest  that  anyone  who  paid  just  a little  bit  of  time  and 
took  the  time  to  hear  the  witnesses  yesterday  would  have  to  come 
to  that  conclusion,  and  not  just  with  respect  to  the  Savage  case.  It 
almost  appears  to  me  that,  once  again,  we  are  not  participating  in 
the  kind  of  manner  this  is. 

Let  us  get  down  to  the  bottom  of  this,  what  happened,  who  was 
responsible,  and  how  are  we  going  to  correct  not  only  those  cases 
that  took  place  in  the  past,  but  set  about  a mind-set  and  an  atti- 
tude that  we  are  not  going  to  operate  in  that  manner.  Every  one 
of  those  cases  was  more  shocking  than  the  other.  More  shocking 
than  the  other. 

A simple,  humble  optometrist.  Now,  let  me  say,  you  said  to  the 
Chairman  today,  am  I not  right,  when  he  asked  you  to  comment 
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on  the  particular  cases,  that  you  had  directed  the  district  directors 
of  each  of  these  areas  to  report  to  you  so  that  you  could  look  into 
the  file  to  ascertain  what  had  taken  place;  is  that  right? 

Mr.  Dolan.  I said  something  a little  bit  different,  Senator. 

Senator  D’ Amato.  Well,  tell  me  what  you  said. 

Mr.  Dolan.  Sure.  What  I said  is,  in  the  context  of  the  last  5 or 
6 months,  we  have  worked  with  the  committee  staff.  We  have  as- 
sembled here  in  each  of  the  four  cases,  at  least,  a fairly  significant 
file  and  worked  that  with  the  staff. 

Senator  D’ Amato.  Right. 

Mr.  Dolan.  Understand  here  what  went  on. 

Senator  D’ Amato.  Yes. 

Mr.  Dolan.  What  I said  I wanted  the  directors  to  do  is  take 
those  files.  In  addition,  I want  them  to  do  as  you  suggested.  I want 
them  to  see  the  tape  and  I want  them  to  read  the  testimony  of  the 
taxpayers  so  that  as  they  go  back  in  their  organizations  and  look 
at  the  ways  they  might  have  done  it  differently,  it  is  used  construc- 
tively. 

Senator  D’Amato.  All  right.  Here  is  the  problem  I have.  As  you 
said,  these  cases  were  not  brought  forth  newly  to  you  for  the  first 
time,  but,  indeed  your  staffs  and  the  committee  staff  here  had  de- 
veloped them  and  knew  about  them  even  before  the  members  of  the 
committee  had  an  opportunity  to  hear  their  stories.  I do  not  know 
which  one  was  more  chilling,  to  be  quite  candid  with  you. 

The  story  of  the  Jacobs’,  the  optometrist,  I found  it  just  abso- 
lutely unconscionable.  It  seems  to  me  that  you  must  have  had,  in 
the  17-year  history  of  torturing  those  people — and  that  is  exactly 
what  took  place — somebody  had  to  have  seen  that  there  was  an- 
other file  and  have  known  what  was  taking  place  in  the  course  of 
that. 

Now,  one  of  the  problems  is  accountability.  If  you  send  out  forms 
and  you  say,  here  is  a lien,  or  you  owe  so  much  and  no  one  signs, 
and  I can  understand  why  you  might  not  want  a particular  per- 
son’s name,  because  then  they  might  become  a person  who  is  har- 
assed. But  there  should  be  some  code,  some  number,  126-A,  so  that 
in  the  organization  when  a person  calls  and  says  I got  a letter,  I 
mean,  do  you  not  believe  that  that  is  necessary? 

Mr.  Dolan.  Senator,  I agreed  with  an  earlier  question,  and  I 
think  we  do  need  to  do  more  of  that,  yes. 

Senator  D’Amato.  You  see,  now,  look.  I feel  totally  inadequate  as 
it  relates  to  suggesting  the  kinds  of  things  that  can  or  should  be 
done.  But  it  seems  to  me,  in  fairness  to  the  committee  and  to  the 
American  public,  that  these  are  the  kinds  of  things  that  you  should 
be  prepared  today  to  have  discussed  with  us. 

Let  me  tell  you  what  we  have  learned,  not  only  from  these  four 
cases,  but  I have  to  tell  you,  it  does  not  take  a rocket  scientist,  in 
■ listening  to  those  four  cases,  to  say,  this  is  obviously  one  of  the 
problems^accpuntability. 

^Wc  do  rioFwant  to  put  our  tax  people  in  the  position  where  they 
can  be  harassed,  so  I understand  why  you  might  not  put  a person’s 
name,  address,  and  home  telephone  number  on  it. 

But  certainly  there  should  be  the  ability  for  whoever  is  making 
a legitimate  inquiry  to  know  they  are  speaking  to  more  than  just 
a piece  of  paper  that  says  you  now  have  a tax  liability  of  $2,752 


and  you  better  send  the  money  in,  so  they  can  call  and  there  is 
somebody  that  they  can  speak  to. 

Then  after  they  have,  they  know  that  this  is  number  126-A,  or 
whoever  that  person  is,  so  they  can  follow  it.  That  is  one  of  the 
things  that  Monsignor  Ballweg  talked  about.  The  Jacobs;  they 
never  knew  who  they  were  talking  to.  Mrs.  Hicks,  in  terms  of  her 
situation. 

So  it  seems  to  me  that  even  in  your  response,  and  I do  not  mean 
to  personalize  this,  when  you  say,  well,  we  are  sending  these  files 
back  to  the  district  office  and  telling  them  to  look  at  this,  that  they 
can  do  better,  I mean,  that  is  incredible. 

I mean,  have  you  not  analyzed  each  and  every  one?  Of  course 
you  have.  You  have  analyzed  these  cases,  have  you  not?  I mean, 
your  counsel  was  able  to  tell  you,  there  is  one  party  more,  there 
are  two  people  who  have  not  signed.  So  you  have  looked  at  them, 
right? 

Mr.  Dolan.  Correct. 

Senator  D’Amato.  You  know  them  down  to  the  “T.” 

Mr.  Dolan.  I do  not  know  them  to  the  “T,”  but  I have  looked  at 
them  pretty  thoroughly. 

Senator  D’Amato.  Well,  your  people  have,  have  they  not? 

Mr.  Dolan.  Correct. 

Senator  D’Amato.  You  are  darn  right.  When  you  showed  up  this 
morning  you  knew  you  were  going  to  be  on  the  hot  seat,  so  to 
speak,  right? 

Mr.  Dolan.  Every  indication. 

Senator  D’Amato.  Right.  So  tell  me,  what  happened  with  the 
Monsignor?  I mean,  how  did  that  happen?  You  have  a chart  there 

someplace  that  tells  you  what  took  place. 

Mr.  Dolan.  Senator,  I do  not  have  a chart,  but  I did  say  earlier 
that  I have  a couple  of  people  with  me  who  have  been  deeper  in 
the  case,  and  if  you  would  like  to  talk  with  them,  I would  be  happy 
for  you  to  do  that  now. 

Senator  D’Amato.  Well,  you  see,  if  you  came  along  and  said  to 
us,  this  is  what  took  place  there  and  this  is  what  we  are  going  to 
do  to  see  to  it  that  it  does  not  take  place  again.  This  poor  lady  Ja- 
cobs, who  did  not  know  there  was  another  number  that  existed 
when  she  opened  up  her  new  business  account  and  did  not  know 
that  the  first  one  was  with  her  until  death  do  them  part. 

How  could  it  take  17  years;  can  somebody  tell  me  how  that  took 
17  years  and  how,  year  after  year,  she  got  hit  with  penalties,  and 
how  they  told  her,  if  you  do  not  pay  $11,000  and  some  odd  hundred 
dollars  we  are  going  to  basically  put  you  out  of  business?  I mean, 
do  you  want  to  have  somebody  talk  about  that? 

Mr.  Dolan.  I would  like  to,  if  you  would  like. 

Senator  D’Amato.  I would  like  to  know  how  that  happens,  Mr. 
Chairman,  would  you  not? 

The  Chairman.  Absolutely. 

Senator  D’Amato.  I do  not  know  if  you  would.  You  have  been 
here  a long  time,  putting  in  lots  of  hours.  I just  think  you  are  being 
tremendously  accommodating.  But,  I mean,  how  did  that  happen? 
I know  you  are  going  to  testify  to  the  best  of  your  ability. 

The  Chairman.  Anybody  that  testifies  has  to  be  sworn  in. 

Senator  D’Amato.  All  right,  Mr.  Chairman. 
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Mr.  Dolan.  Mr.  Chairman,  this  is  Ronny  Rhodes,  our  Assistant 
Commissioner  for  Collection. 

The  Chairman.  Would  you  state  your  name  and  position? 

Mr.  Rhodes.  Mr.  Chairman,  my  name  is  Ron  Rhodes.  I am  the 
Assistant  Commissioner  for  Collection. 

(Whereupon,  Mr.  Rhodes  was  duly  sworn.] 

Senator  D’Amato.  Ron,  did  you  have  an  opportunity  to  take  a 
look  at  this  Jacobs  case? 

Mr.  Rhodes.  Yes,  sir,  I have. 

Senator  D’Amato.  You  studied  it? 

Mr.  Rhodes.  Yes,  sir,  I have. 

Senator  D’Amato.  And  did  she  testify  truthfully  and  accurately? 

Mr.  Rhodes.  Yes,  sir. 

Senator  D’Amato.  She  did.  So  when  she  got  this  bill  for  $11,000 
and  told  people,  look,  we  paid  every  single  time,  why  are  you  send- 
ing me  this,  what  happened,  how  did  that  fall  through  the  cracks? 

Mr.  Rhodes.  Senator,  there  are  about  five  things  when  you  look 
at  this  case,  and  there  are  nine  pages  of  chronological  history  that 
I looked  at. 

Senator  D’Amato.  Seventeen  years. 

Mr.  Rhodes.  That  is  correct.  It  is  a very  complicated  case  and 
a lot  has  happened  to  this  lady.  This  whole  issue  of  this  particular 
case  revolves  around,  in  my  mind,  five  failures,  if  you  will,  on  the 
part  of  the  organization. 

First  of  all,  obviously  the  length  of  time  that  it  took  us  to  resolve 
the  case.  That  absolutely  has  to  be  looked  at,  and  we  did  look  at 
it.  What  complicated  this  particular  case  is  the  fact  that  the  service 
actually  ended  up  issuing  multiple  employer  identification  num- 
bers. That  was  brought  about  by  not  having  the  right  kind  of 
checks  in  place  at  that  time. 

There  are  a couple  of  things  that  we  believe  have  been  in  place 
for  a number  of  years  that  will  prevent  those  kinds  of  things  from 
happening  today.  When  a person  goes  into  business,  we  would  like 
them  to  keep  that  same  number,  even  if  they  stop  business  and 
then  start  up  again. 

In  this  particular  case,  we  issued  an  additional  identification 
number.  We  should  not  have.  Today,  we  cross-reference  the  Social 
Security  number  of  the  individual  when  they  make  application  for 
an  identification  number  so  that  we  end  up  assigning  the  original 
number.  That  is  something  that  we  have  in  place. 

Senator  D’Amato.  Let  me  go  to  this,  and  I see  the  little  red  light 
is  on  and  I will  come  back  to  it.  Have  we  figured  out  how  much 
of  a refund  the  Jacobs’  are  entitled  to  at  this  point  in  time? 

Mr.  Rhodes.  In  terms  of  the  Jacobs’,  based  on  the  information 
that  we  have  at  this  point,  I believe  we  resolved  the  discrepancies 
in  relationship  to  how  much  we  believe  that  they  owe  and  how 
much  money  we  owe  them. 

What  we  are  in  the  process  of  doing  right  now  is  attempting  to 
offer  to  the  Jacobs’  an  opportunity  to  get  with  us  if  they  believe 
that  there  are  other  monies  owed  and  due  them.  We  are  more  than 
happy  to  sit  down  and  work  with  them,  take  a look  at  what  infor- 
mation they  have,  trace  it  back,  take  whatever  time  that  it  takes 
to  deal  with  any  other  questions  that  they  might  have. 


Senator  D’Amato.  Well,  Mr.  Chairman,  you  have  been  most  in- 
dulgent. You  have  been  here  a long  time,  and  you  have  got  a Gen- 
eral Accounting  Office  witness  that  is  going  to  come  up  here.  I 
think  this  makes  the  point,  though. 

Here  these  people  have  been  going  through  17  years,  and  the  fact 
is,  they  still  have  not,  at  least  to  their  satisfaction,  and  I have  to 
come  down  on  their  side,  had  justice.  After  they  had  gone  through, 
all  kinds  of  incredible  problems,  paying  monies  that  they  never  had 
to  pay  to  stay  in  business,  worrying  day  and  night,  you  could  not 
help  but  feel  the  sincerity  of  Mrs.  Jacobs  and  the  torture  that  she 
and  her  husband  had  to  go  through,  and  no  one  there  to  really  look 
at  this  and  get  this  situation  cleared  up. 

Even  at  the  present  time,  the  question  is,  were  refunds  made  to 
the  proper  taxpayers?  We  really  do  not  know  and  I do  not  believe 
you  are  in  a position  to  indicate  that  you  know  that.  How  much 
was  refunded? 

I would  just  commend  to  you  that  we  undertake  that,  even  with 
this  individual  at  this  late  time.  But  I think  all  of  their  stories  il- 
lustrate very  serious  shortcomings.  Very  serious. 

Certainly  people  have  a right  to  know,  who  did  they  last  speak 
to,  what  number  was  it,  where  was  it.  You  just  cannot  send  them 
out  a piece  of  paper  and  nobody  is  held  accountable  for  it.  I think 
that  is  pretty  basic.  Pretty  basic.  It  should  not  take  this  hearing. 

So,  Mr.  Chairman,  I commend  you.  I think  we  are  just  scratching 
the  surface.  This  is  an  enormous  problem,  I know  it  is  complex.  I 
think  the  American  people,  in  terms  of  some  of  the  letters  that  I 
have  gotten,  sav  accountability  has  been  talked  about,  but  it  is 
time  to  put  it  into  practice.  That  is  our  obligation  and  also  that  of 
the  service,  UeiaUse  we  jiist  cannot  legislate  it,  as  Senator  Bryan 
has  indicated.  It  has  got  to  be  part  of  the  culture  as  well.  Thank 
you. 

The  Chairman.  Thank  you,  Senator  D’Amato. 

Senator  Kerrey? 

Senator  KERREY.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Dolan,  first  of  all,  good  to  see  you  again.  I appreciate  very 
much  and  was  not  surprised,  nor  disappointed,  with  your  presen- 
tation here  today,  which  reflects  well  on  the  102,000  people  that 
work  for  you  at  the  IRS. 

You  were  very  cooperative,  as  were  many  others  at  the  IRS  dur- 
ing our  commission’s  examination  of  this  very  important  agency.  I 
am  very  grateful  for  your  service  and  the  way  you  conduct  yourself 
in  front  of  these  hearings  like  this. 

Mr.  DOLAN.  Thank  you,  Senator. 

Senator  KERREY.  I would  like  to  ask  you  a few  questions  about 
the  legislation  that  came  from  that  commission,  and  I will  not,  just 
so  you  know  and  you  do  not  have  to  sit  there  and  squirm,  talk 
about  this  board  at  all,  which  is  the  hot  button  issue  and  the  one 
that  has  caused  a lot  of  heartburn. 

Mr.  Dolan.  Thank  you. 

• Senator  Kerrey.  Unfortunately,  it  is  the  only  thing  that  has 
been  given  much  attention  by  some.  But  there  is  a full  range  of  rec- 
ommendations that  came  from  that.  The  first  section  deals  not  only 
with  governance,  but  also  with  senior  management  changes.  The 
second  section  deals  with  electronic  filing.  The  third  section  deals 
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wirti  fravpaypr  prof, fiction  and  rights^  And  the  fourth  section  deals 
-XvTEir congressional  accountability,  with  three  sets:  oversight,  budg- 
et^ and  the  third  being  tax  complexity. 

First  of  all,  have  you  had  a chance  to  review  this  bill  at  all? 

Mr.  Dolan.  Yes,  Senator.  . 

Senator  Kerrey.  All  right.  So  it  would  be  fair  to  engage  in  a lit- 
tle bit  of  dialogue.  . 

Mr.  Dolan.  I might  not  be  able  to  go  section  by  section,  but  I 

have  clearly  got  the ...  , . , 

Senator  Kerrey.  And  I will  not  ask  for  the  administrations 
views  on  this  at  all. 

Mr.  Dolan.  Sure.  Sure. 

Senator  Kerrey.  I would  like  to  get  into  some  of  the  stuff  that 
is  relatively  uncontroversial. 

Mr.  Dolan.  Sure.  _ . 

Senator  Kerrey.  In  the  first  section,  the  issue,  again,  that  is 
drawing  all  the  heat,  which  is  the  oversight  board.  To  be  clear  on 
this,  my  goal  here  is  not  to  pull  the  tooth  out  of  the  Department 
of  Treasury  so  that  they  lose  authority.  I am  not  trying  to  get  them 
to  relinquish  authority. 

I still  see  IRS  as  an  executive  branch  agency  similar  to  what  we 
have  now  with  the  Social  Security  Administration.  There  is  no  cor- 
i porate  CEO  language  in  here,  although  that  has  been  run  around 
the  block  a few  times. 

We  are  trying  to  get  to  a point  where  the  commissioner  is  suffi- 
ciently independent  to  give  us  both  the  good  news  and  the  bad 
news  and  to  get  a long  enough  period  of  time  on  the  job  that  some 
longevity  can  occur  and  a person  can  begin  to  apply  the  kind  of  ex- 
pertise that  is  needed  to  run  this  agency.  But,  again,  I will  leave 
that  alone. 

In  the  area  of  management,  Mr.  Dolan,  let  us  say  that  you  are 
before  us  right  now,  as  Acting  Commissioner.  You  know  what  au- 
thorities you  would  have  the  first  day  on  the  job  and  what  authori- 
ties you  do  not  have.  Would  you  describe  for  the  committee  who 
you  can  hire  and  fire,  as  a commissioner? 

Mr.  Dolan.  Well,  I think  if  I were  the  commissioner  today,  ulti- 
mately I have  the  ability  to  hire  and  fire  the  people  who  imme- 
diately report  to  me. 

Senator  Kerrey.  Define  ultimately. 

Mr.  Dolan.  Well,  it  would  work  this  way.  If  it  were  a senior  ex- 
ecutive service  person  who  reports  to  me,  I would  hire  them 
through  the  senior  executive  service  application  process,  for  the 
most  part.  This  would  envision  an  announcement,  would  go  both 
within  government  and  outside  government  and  come  in  through 
the  rules  of  the  senior  executive  service. 

They  would  be  set  within  the  rules  of  the  senior  executive  serv- 
ice. I would  have  a reasonably  narrow  salary  band  within  which  to 
attract  somebody  into  the  senior  executive  service.  So  that  is  how 
I would  hire  them.  . „ 

Senator  KERREY.  The  flexibility  provisions  that  we  have  in  this 
piece  of  legislation,  former  Commissioner  Richardson  looked  at  it 
very  carefully,  and  most,  I think,  if  not  ail  of  the  previous  commis- 
sioners  looked  at  it  as  well  and  have  talked  about  the  lack  of  flexi- 
bility  as  a problem. 


What  we  are  talking  about  here,  as  I see  it,  is  you  have  got 

102.000  employees.  Maybe  at  any  one  point  in  time,  let  us  say 

4.000  or  5,000  are  willing  to  abuse  power,  willing  to  do  things 
wrong.  Rick  a number.  It  is  a small  number.  ~ 

Your  problem  is,  it  has  got  to  have  zero  tolerance.  Your  problem 
is.  vou  nave  to  manage  for  zero  error . Tou  cannot  afford  to  have 
a single  violation  oTpers'o'nnel  policy, because  one  violation  creates 
tremendous  problems  for  everybody  else. 

I suspect  taxpayers  watching  this  thing  are  going  to  get  turned 
off  entirely,  presuming  that  this  is  going  on  throughout  the  entire 
agency.  So  the  flexibility  provisions  of  this  bill  were  written  in 
there  so  that  you  are  better  able  to  manage. 

Mr.  Dolan.  Senator,  there  is  a ton  of  benefit  in  that  flexibility 
section.  I mean  that  I think  it  is  hard  to  beat. 

Senator  Kerrey.  Pay,  hiring.  I mean,  there  are  a lot  of  Federal 
laws  that  make  it  difficult  for  you.  I am  not  talking  about  coming 
in  and  lopping  off  heads,  I am  just  talking  about,  the  taxpayers 
need  to  understand  that  the  commissioner  is  restricted.  They  can- 
not manage  as  well  as  a consequence  of  legal  restrictions  that  are 
in  place. 

Mr.  Dolan.  Something  you  know  very  well  from  your  time  on  the 
commission  is  that  some  of  the  places  where  we  are  most  chal- 
lenged to  bring  talent  to  the  table  is  where  you  have  to  go  out  and 
compete  in  the  marketplace  in  a way  that  today’s  structures  and 
today’s  flexibility,  salary,  benefit,  and  everything  else  put  you  out 
there  with  one  hand  behind  your  back,  frequently. 

Senator  Kerrey.  So  your  answer  is  yes.  I am  not  going  to  ask 
you  to  endorse  the  language  in  here,  but  there  is  no  question  the 
answer  is  yes. 

Mr.  Dolan.  The  elements  of  that  section  have  got  almost  all  up 
sides,  and  maybe  there  is  something  in  the  language  that  some- 
body would  want  to  worry  about,  but  what  it  strives  to  give  to  the 
commissioner,  it  seemed  to  me,  is  fundamentally  right-headed. 

Senator  Kerrey.  I mean,  in  the  last  couple  of  weeks  we  have  had 
a very  nasty  incident  in  Nebraska  with  a hamburger  processing 
plant  that  produced  about  20  illnesses,  and  they  do  not  even  know 
if  it  is  20,  it  might  be  4 or  5.  But  20  people  got  sick  as  a result 
of  eating  beef  that  they  believe  was  contaminated  in  this  plant. 

Well,  I know  from  my  experience  in  the  restaurant  industry, 
which  is  what  I did  before  here,  is  that  all  I need  is  to  make  one 
customer  sick.  If  one  customer  gets  sick,  my  business  is  shut  off. 
So  there  is  zero  tolerance. 

I think  the  taxpayers  need  to  understand  that  one  of  the  urgent 
changes  that  is  needed,  and  I think  it  is  urgent,  I think  there  is 
an  urgency  attached  to  this,  is  we  have  got  to  give  whoever  the 
commissioner  is  a sufficient  amount  of  management  authority  that 
can  actually  run  the  agency.  I think  you  do  a good  job  of  managing 
inside  of  the  current  law,  but  the  law  makes  it  difficult  for  you  to 
do  everything  that  you  need  to  do.  Is  that  fair? 

Mr.  Dolan.  I think  it  is  a fair  statement. 

Senator  Kerrey.  Can  you  comment  on  a couple  of  other  things. 
I mean,  have  you  had,  first  of  all,  a chance  to  examine  the  third 
section  of  my  hill  dealing  with  taxpayer  protections? 
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^Electronic  filing  is  fairly  uncontroversial,  I presume  you  would; 
sav  Although,  again,  some  people  understand  the  error  rate  in 

. J . . /»r.  • t 1 1 i tilmrr  ia  /S  nor. 


say.  miuuuKu,  ag«iu,  — — • nc 

electronic  filing  is  less  than  1 percent  and  paper  filing  is  25  per- 

CeYou  are  talking  about  real  dollars  and  a real  issue  here  and  we 
\J/,  need  to  support  you  in  that  effort.  It  is  relatively  uncontroversial, 
'jfv  but  it  is  a very  important  part  of  managing  this  thing,  especially 
{ in  the  new  economic  paradigm  of  electronic  commercial  trans- 

fictions.  1 • 

Mr.  Dolan.  We  are  signing  on  to  that  1,000  percent.  The  thing 
we  have  squabbled  some  about  were  the  potential  impacts  on  filing 
dfitcs 

Senator  KERREY.  I understand. 

Mr  Dolan.  I think  there  is  some  work  to  be  done  there  poten- 
tially, but  the  thrust  of  that  and  what  it  invites  by  way  of  the  ob- 
jective to  get  electronic  with  the  filing  and  the  payment,  is  entirely, 
again,  right-headed,  I think. 

Senator  Kerrey.  I appreciate  that.  - 

Under  the  taxpayer  protection  and  rights  section,  which  is  the 
third  section,  and  that  is  much  of  what  we  have  heard  today,  and 
it  is  a tough  balance.  It  is  a very  tough  balance  between  giving  the 
taxpayer  a sufficient  amount  of  rights  and  authority  so  that  they 
cannot  be  unfairly  abused.  While  maintaining  your  ability  to  collect 
tsx6B  owed. 

The  taxpayers  also  need  to  understand  that  there  has  been  no 
pg*  claim  of  corruption  inside  of  the  IRS,  that  is  to  say,  somebody  tak~~ 


claim  of  corruption  inside  of  the  IRS,  that  is  to  say,  somebody  tak~ 
iiigli  Enbe-'TW^eatS  ago,  th’Jtwair quite  common. 

One  of  the  things  we  have  done  with  the  law  is  we  have  reduced 
the  amount  of  discretion  that  a revenue  agent  has  to  bring  common 
sense  to  bear  upon  a judgment  and,  as  a consequence,  the  law 
looks  very  rigid  out  there  on  the  other  end  of  the  line.  I o a tax- 
payer it  gets  very,  very  rigid  because  there  is  not  much  discretion. 

That  lack  of  discretion  came  as  a consequence  of  wanting  to 
make  sure  that  we  have  zero  tolerance  for  bribes,  which  we  have. 
As  I said,  it  is  one  of  the  few  tax  collection  agencies  m the  world 
that  can  lay  claim  to  that  rather  high  standard  and  that  rather 

One  of  the  suggestions  that  was  made  that  we  did  not  actually 
include  in  your  bill,  and  I liked  your  comment  on  it,  was  to  provide 
for  an  exemption  from  anti-injunctions  acts  so  that  a person  could 
go  into  a district  court  and  get  a temporary  injunction  against  the 
IRS  and  it  would  have  to  be  temporary,  against  the  IRb  attaching 
a lien,  and  all  that  sort  of  thing.  We  heard  a number  of  people  ear- 
lier talking  about  it,  and  in  our  deliberation  we  also  heard  that. 

Can  you  comment  on  that  authority?  , 

Mr.  DOLAN.  I think  my  worries  would  run  a little  bit  along  the 
lines  you  just  described.  It  is  this  delicate  balance  of  creating  ac- 
cess and  relief  and  remedies,  while  at  the  same  time  not  inviting, 
by  definition  the  way  you  style  those  remedies,  another  level  ot  liti- 
gation, in  effect.  , . , . . „ 

So  what  I think  I would  want  to  be  circumspect  about  is  some- 
thing that  rose  to  injunctive  relief  and  invited  more  process  into 
the  courts,  as  contrasted  with  looking  either  at  the  appeals  process 
or  looking  at  some  of  the  other  devices  that  might 
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Senator  Kerrey.  You  have  to  shorten  up  the  time  in  which  the 
documents  have  to  be  produced  and  the  thing  has  to  be  settled. 

I wanted  to  talk  a little  bit  about  the  problem  resolution  officer 
and  the  advocate.  That  has  also  been  an  issue  raised.  What  about 
the  idea,  and  we  did  not  include  it  in  the  legislation  but  we  did, 
by  the  way,  as  you  know,  remove  the  Problem  Resolution  office  and 
create  even  more  independence  than  it  currently  has. 

What  about  the  idea  of  creating  some  kind  of  national  problem 
resolution  team  that  could,  in  the  100,  200,  or  300  cases  where  the 
possibility  of  an  override  is  needed,  that  this  team  could  come  out  Jh [ 
there  and  make  some  kind  of  a quick  evaluation  and  resolve  these 
things  a bit  faster? 

Mr.  Dolan.  You  know,  I do  not  know  we  have  ever  worked  the 
idea  of  a team,  Senator.  But  certainly  the  notion  of  the  advocate 
getting  increased  ability  to  intervene,  step  in,  override,  stop,  look 
at,  I mean,  really  would  be  the  kind  of  independent  intervention 
that  I think  both  Taxpayer  Bills  of  Rights  envision.  That  is  some- 
thing that  we  generally  are  pretty  supportive  of. 

Senator  Kerrey.  Well,  I appreciate  that.  My  time  is  up.  The  case 
I am  trying  to  make,  and  I am  trying  to  make  with  you  and  the 
committee  as  well,  is  though  I am  in  100  percent  agreement  with 
the  Chairman  when  he  earlier  this  morning  said  that  no  single 
piece  of  legislation  is  going  to  solve  all  this,  and  I could  not  agree 
with  you  more,  but  I do  think  there  are  some  things  that  we 
know— there  is  broad  agreement,  by  the  way,  between  the  execu- 
tive branch  and  the  legislative  branch — will  work  and  would  im- 
prove the  operations  of  the  IRS. 

I am  hopeful  that  these  3 days  of  hearings,  which  have  shown 
the  American  people  we  have  got  problems  as  well  as  shown  the 
American  people  we  have  got  dedicated  employees  trying  to  do  the 
job  right,  my  hope  is  that  we  can  change  the  law  so  that  we  can 
say  that  these  three  hearing  actually  produced  something  in  the 
short  term,  even  though  it  does  not  solve  every  problem,  but  did 
something  towards  solving  those  problems  that  we  know  we  can 
get  at.  Thank  you. 

The  Chairman.  Thank  you,  Senator  Kerrey. 

Senator  Moynihan? 

Senator  Moynihan.  Mr.  Chairman,  just  one  thing  which  we 
touched  on  this  morning,  Senator  Kerrey  touched  on  this  morning, 

Mr.  Dolan. 

Mr.  Dolan.  Senator. 

Senator  Moynihan.  Which  is  that  we  go  back  at  least  to  1962 
when  we  had  a 97  percent  voluntary  compliance  rate,  and  some 
40,000  members  of  the  IRS  35  years  ago,  and  we  are  down  to  an 
83  percent  voluntary  compliance  rate,  with  72,000  employees. 

Could  I ask  you,  not  off  the  top  of  your  head  but  if  someone 
would  think  about  that  and  give  us  a feeling  for  what  may  have 
happened?  It  speaks  to  a difficulty  which  can  be  complex,  probably 
more  than  one  thing,  but  I think  we  would  like  to  know  more  about 
it  as  we  proceed  to  the  legislation  that  Senator  Kerrey  is  talking 
about. 

Mr.  Dolan.  Senator,  I appreciate  your  kindness.  I heard  you 
frame  the  question  this  morning  and  I thought  I was  going  to  get 
an  open  book  test  here  this  afternoon.  I would  gladly  take  you  up 
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on  your  offer  of  maybe  giving  you  something  more  thoughtful  than 
what  I would  come  up  with  off  the  top  of  my  head  this  afternoon. 

Senator  Moynihan.  Sure.  We  appreciate  it  very  much.  It  is  the 
kind  of  thing  I know  you  care  about,  and  maybe  you  can  figure  out 
for  us. 

Mr.  Dolan.  Thank  you. 

Senator  Moynihan.  There  will  not  be  a simple  answer,  I am 
sure. 

Mr.  Dolan.  Thank  you. 

Senator  Moynihan.  Thank  you,  sir. 

{The  information  appears  in  the  appendix  at  page  280.] 

The  Chairman.  Mr.  Dolan,  you  are  almost  at  the  end  of  your  or- 
deal. 

Mr.  Dolan.  Thank  you,  Senator. 

The  Chairman.  But  let  me  ask  one  final  question  on  the  Savage 
case.  You  started  your  testimony  today  by  apologizing  for  the  four 
cases  we  heard  about  yesterday.  My  question  is,  are  you  prepared 
to  make  restitution  to  Mr.  Savage  for  taxes  wrongfully  collected 
from  him  now?  I do  not  think  that  this  question  in  any  way  vio- 
lates Section  6103. 

Mr.  Dolan.  No,  I do  not  think  it  does  either.  But  I think  there 
would  be  a need,  Senator,  for  me  to  understand  better  the  theory 
by  which  Mr.  Savage  believes  the  restitution  is  due. 

I do  not  for  one  second  take  back  anything  I said  about  the  way 
these  cases  were  handled,  and  I understand  and  saw  very  graphi- 
cally in  his  testimony  how  he  felt  about  this.  So  the  concern  I have 
is  that  the  settlement  or  the  dollars  involved,  the  dollars  that 
flowed  to  the  government  in  this  case,  were  dollars  associated  with 
the  liabilities  about  which  I am  not  able  to  speak  here. 

. I think  the  conclusion  was  that  those  dollars  appropriately 
flowed  there  as  a result  of  the  court  settlement.  As  a consequence, 
I am  hard  pressed,  if  restitution  is  meant  to  reverse  that,  I think 
my  answer  jj^this  point  would  have  to  be  that  I am  ngt_prepared 
to  do  that.  

The  Chairman.  Just  let  me  make  it  very  clear  that  I think  it  is 
outrageous  what  happened  to  him.  Totally  unfair,  inequitable.  You 
had  a letter — not  you,  personally,  but  the  local  IRS  people— from 
the  Justice  Department  saying  that  the  lien  was  wrongful.  That 
may  have  been  the  basis  of  the  settlement. 

Mr.  Dolan.  Senator,  if  you  would  permit  me,  when  I get  a re- 
sponse from  the  Justice  Department  to  the  letter  I mentioned  ear- 
lier, I would  clearly  want  to  share  that  with  you  and  with  the  staff. 

The  Chairman.  Well,  I just  think  the  facts  are  such  that  it  is 
outrageous  treatment  of  a very  responsible  taxpaying  individual.  I 
hope  you  will  get  back  to  me  promptly. 

Mr.  Dolan.  I will,  sir. 

The  Chairman.  I do  want  to  thank  you  for  being  here  today.  I 
think  these  hearings  are  important,  not  only  for  the  American  tax- 
payer, but  I think  for  the  welfare  and  future  of  the  agency  and  its 
employees. 

I appreciate,  as  I said,  that  you  have  at  least  agreed,  in  part, 
that  there  are  some  serious  problems  that  have  to  be  addressed 
and  I cannot  tell  you  how  important  I think  it  is  that  we  seek  to 
work  together,  the  Secretary  of  the  Treasury,  yourself,  the  House 


and  the  Senate,  the  administration,  in  taking  what  steps  are  nec- 
essary to  make  this  a service-oriented  agency  in  fact,  and  not  just 
in  name. 

Mr.  Dolan.  Senator,  I take  your  invitation  very  seriously,  and  I 
know  Secretary  Rubin^does  as  well. 

The  CHAlRMANTSoTin  closing,  as  far  as  you  are  concerned,  I do 
want  you  to  know  that  these  oversight  hearings  will  periodically 
continue,  because  we  think  it  is  important  that  the  Congress  make 
certain  that  the  agency  is  operated  in  a manner  of  the  best  interest 
to  the  taxpayer  and  the  American  government. 

So  thank  you  very  much  for  coming  here  today. 

Mr.  Dolan.  Thank  you. 

Senator  Moynihan.  Thank  you,  Mr.  Dolan. 

Mr.  Dolan.  Thank  you,  sir. 

The  Chairman.  Our  final  witness,  and  we  will  have  to  be  rel- 
atively brief  because  I have  other  appointments,  but  I am  particu- 
larly pleased  to  welcome  Ms.  Lynda  D.  Willis,  who  is  the  Director 
of  Tax  Policy  and  Administration  Issues  for  the  General  Accounting 
Office  here  in  Washington. 

Ms.  Willis,  will  you  please  come  forward.  I want  to  apologize  to 
you.  You  have  been  shifted  around  from  time  to  time  in  these  hear- 
ings. It  is  not  a lack  of  any  interest  or  importance  we  attach  to 
your  work,  because  the  study  you  accomplished  was  most  impor- 
tant. 

Would  you  raise  your  right  hand? 

[Whereupon,  Ms.  Willis  was  duly  sworn.] 

The  Chairman.  Please  be  seated  and  proceed. 

STATEMENT  OF  LYNDA  D.  WILLIS,  DIRECTOR  OF  TAX  POLICY 

AND  ADMINISTRATION  ISSUES,  U.S.  GENERAL  ACCOUNTING 

OFFICE,  WASHINGTON,  DC 

Ms.  Willis.  Thank  you,  Mr.  Chairman.  I appreciate  being  invited 
here  today  to  talk  about  the  work  that  we  have  done  for  this  com- 
mittee related  to  IRS’s  use  of  liens,  levies  and  seizures. 

I will  make  my  statement  brief.  We  will  continue  working  with 
your  staff  through  the  upcoming  months  as  we  pursue  this  issue 
with  IRS. 

Briefly,  let  me  summarize  the  points  that  my  testimony  makes, 
and  then  I will  be  ready  to  answer  any  questions  that  you  may 
have.  You  asked  us  to  look  at  the  extent  of  use,  and  potentially  in- 
appropriate use,  of  IRS’s  collection  enforcement  authorities.  Basi- 
callyj  we  ibund~tftat,  while  IRa  has  some  limited  data~abm*t  its  use 
and  misuse  of  collection  authorities,  that  data  is  not  complete. 

Because  that  data  is  not  complete  and  because  of  certain  record- 
keeping inadequacies  within  the  IRS,  we  are  unable  to  go  in  and 
j determine  either  the  extent  of  IRS’  misuse  of  its  collection  authori- 
i ties  or  the  characteristics  of  the  taxpayers,  as  you  requested,  who 
j have  been  subjected  to  inappropriate  use  of  these  authorities. 
n ■ . We  looked  at  data  from  a variety  of  sources,  including  that  from 
' the  taxpayer  advocate,  the  Office  of  the  Inspector  General,  et 
S cetera,  and  found  that  IRS  does  not  require  that  information  on  the 
resolution  of  the  complaints  be  recorded,  as  well  as  some  other  spe- 
| cifics,  such  as  whether  it  was  an  inappropriate  use  of  an  enforce- 
! ment  authority  that  generated  the  complaint. 
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Finally,  I would  just  like  to  say  that  because  of  these  inadequa- 
cies it  is  impossible  for  us,  IRS,  or  the  Congress  to  have  the  data 
that  would  permit  us  to  readily  resolve  reasonable  questions  about 
IRS’s  use  of  collection  enforcement  authorities,  the  causes  of  any 
misuse  or  the  characteristics  of  taxpayers  involved. 

We  discussed  this  with  IRS  and  at  that  time  they  told  us  that 
they  believed  that  they  had  adequate  checks  and  balances  in  place 
to  identify  misuse  of  collection  authorities  and  that  they  did  not 
need  to  put  additional  systems  or  data  gathering  efforts  in  place  to 
further  pursue  these  cases. 

We  disagree  with  that.  We  testified  a number  of  years  ago,  I 
think  in  1988,  as  well  as  in  reports  issued  in  1994,  and  a report 
to  you  in  1996,  that  we  thought  IRS  needed  to  improve  its  record- 
keeping systems  on  potential  agency  employee  misconduct  so  that 
they  would  have  the  ability  to  track  these  allegations  and  to  deter- 
mine root  causes  of  the  problems  and  devise  ways  to  deal  with 
them  effectively. 

[The  prepared  statement  of  Ms.  Willis  appears  in  the  appendix.] 

The  Chairman.  Thank  you,  Ms.  Willis. 

> Are  you  telling  me,  in  effect,  that  not  only  Congress,  but  the 
agency  itself,  really  does  not  have  the  records  to  enable  us  to  deter- 
mine whether  or  not  the  collection  tactics  are  proper  or  improper? 

Ms.  Willis.  It  would  be  very  difficult  to  go  systematically  and 
determine  whether  IRS  across  the  board  is  using  these  enforcement 
authorities  appropriately. 

The  Chairman.  Now,  you  mentioned  that  locating  closed  collec- 
tion files  sent  to  the  Federal  Records  Center  is  impractical. 

Ms.  Willis.  Yes,  sir. 

The  Chairman.  With  the  state  of  records  as  you  have  described, 
is  it  possible  for  anyone  to  determine  how  widespread  the  problems 
regarding  liens,  levies,  and  seizures  really  are? 

Ms.  Willis.  Not  without  a great  deal  of  work.  It  would  take  an 
extended  period  of  time  and  a lot  of  resources  to  be  able  to  identify 
and  find  enough  case  files  that  you  could  make  that  determination, 
and  even  then  you  would  be  dependent  upon  the  information  being 
in  the  case  files,  and  that  is  not  always  the  case. 

The  Chairman.  Senator  Moynihan? 

Senator  Moynihan.  Yes.  Being  conscious  of  your  pressing  time 
now,  I just  want  to  make  one  comment  and  ask  one  question.  We 
have  a voluntary  system  of  tax  payment  and  a still  high  level  of 
compliance  at  83  percent.  It  is  declining,  but  it  is  high. 

Most  of  the  taxes  owed  that  are  not  paid  voluntarily,  some  reso- 
lution takes  place  and  they  are  collected,  93  percent,  I gather.  But 
then  to  get  the  remaining  7 percent 

Ms.  Willis.  I think  it  is  actually  about  87  percent  that  is  owed 
is  actually  collected. 

Senator  Moynihan.  Oh,  I see.  Then  to  get  up  to  a little  higher 
number,  there  are  750,000  liens,  3.1  million  levies,  and  10,000  sei- 
zures. That  is  an  annual  rate? 

Ms.  Willis.  That  was  the  number  for  1996.  Now,  not  all  of  those 
liens  and  levies  resulted  in  additional  money  flowing  into  the 
Treasury.  Not  all  of  those  enforcement  actions  are  productive. 


Senator  Moynihan.  But  that  is  about  4 million  families  getting 
caught  up  in  essentially  punitive  action  by  the  Federal  Govern- 
ment, is  it  not? 

Ms.  Willis.  It  is  a high  number.  You  cannot  directly  translate 
the  number  of  enforcement  actions  taken  to  taxpayers.  You  might 
have  more  than  one  levy  on  one  taxpayer. 

Senator  MOYNIHAN.  On  one  taxpayer. 

Ms.  Willis.  More  than  one  lien  on  one  taxpayer. 

Senator  Moynihan.  But  one  could  attempt  to  get  a number  of 
that  sort,  could  you  not?  Yes,  the  GAO  could  attempt  to  do  any- 
thing. 

Ms.  Willis.  We  could  attempt  to  look  at  that  number  through 
the  IRS  systems,  but  that  would  require  a lot  of  programming  be- 
cause IRS’  recordkeeping  systems  are  not  set  up  to  produce  that  in- 
formation. 

Senator  Moynihan.  All  right.  But  we  could  ask  you  to  do  it  on 
the  back  of  an  envelope  someday  and  get  a feel  for  it. 

Ms.  Willis.  I could  talk  to  IRS  about  it  and  see  what  we  could 
do. 

Senator  Moynihan.  Yes.  Yes. 

Now,  what  did  you  say,  we  have  87  percent  of  taxes  owed  that 
are  now  collected? 

Ms.  Willis.  Right.  The  numbers  that  I have  seen,  indicate  that 
about  83  percent  are  paid  without  enforcement  action. 

Senator  Moynihan.  They  open  the  mail,  and  there  it  is. 

Ms.  Willis.  And  another  4 percent  comes  in  as  a result  of  IRS 
enforcement  actions. 

Senator  Moynihan.  Really,  I do  not  want  to  sound  absurd  here, 
but  we  have  70,000  IRS  employees  to  collect  4 percent  of  the  taxes. 
In  a sense,  the  83  percent  gets  mailed  in  and  the  enforcement  pro- 
cedure, or  whatever,  produces  a rather  small  result.  But  perhaps, 
absent  of  that,  it  would  be  a different  situation. 

Ms.  Willis.  Senator,  that  is  one  of  the  reasons  why  we  think  it 
is  very  important  that  IRS  know  which  of  its  enforcement  actions 
are  effective  in  which  cases.  We  have  testified  any  number  of  times 
that  IRS  does  not  have  this  information,  that  we  do  not  know 
which  enforcement  actions  are  most  productive,  under  which  cir- 
cumstances. 

Senator  Moynihan.  Good  questions. 

Ms.  WILLIS.  Right.  And  until  we  know  more  about  both  the  sys- 
temic causes  of  the  problems,  and  we  heard  some  interesting  testi- 
mony over  the  last  3 days  about  causes,  such  as  erroneous  assess- 
ments, as  well  as  mishandling  after  that.  But  until  we  know  more 
about  where  the  problem  is  originating  and  what  works  to  fix  the 
problem,  it  is  difficult  to  target  resources  most  effectively. 

Senator  Moynihan.  Right.  So  the  first  thing  to  do  is  to  ask  the 
question. 

Ms.  Willis.  The  first  thing  to  do  is  to  ask  the  question. 

Senator  Moynihan.  Yes.  Yes. 

Would  you  have  some  feeling  for  those  numbers  I recited  this 
morning,  that  in  1962  we  had  a 97  percent  compliance  rate,  and 
we  are  now  down  to  83  percent  voluntary  compliance. 

Ms.  Willis.  Senator,  I have  never  heard  the  97  percent  compli- 
ance rate  figure  before,  so  I do  not  know  what  that  is  haspH  on  T 
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am  familiar  with  where  the  83  percent  comes  from,  but  not  the  97 

percent.  , , 

Senator  Moynihan.  I am  just  informed  by  Mr.  Giardano  that 

that  is  IRS  data. 

Ms.  Willis.  I would  be  more  than  happy  to  look  at  that  and  pro- 
vide an  answer  for  the  record. 

Senator  Moynihan.  Excuse  me  just  a second.  The  person  who 
knows  all  about  this  is  sitting  behind  me. 

[Pause  ] 

Senator  Moynihan.  Oh,  I see.  There  is  a publication  here  called 
“The  Income  Tax  of  1862-1962:  A History  of  the  Internal  Revenue 
Service.”  It  is  obviously  an  official  history.  So  it  says,  at  this  point 

we  have  a 97  percent  compliance  rate. 

Ms.  Willis.  I am  not  familiar  with  the  number.  I would  be  happy 
to  look  into  it  and  see  what  the  difference  is.  . 

Senator  Moynihan.  Our  copy  comes  from  the  Legislative  Re- 
search Service.  „ 

That  speaks  of  a decline.  It  could  speak  to  the  question  ol  com- 
plexity, it  could  speak  to  the  question  of  trust  in  government,  it 
could  speak  to  the  question  of  the  quality  of  grammar  school  edu- 
cation, do  people  learn  to  add  or  learn  to  use  adding  machines, 
which  is  different.  I do  not  know.  But  it  is  a question  we  should 

address.  , 

I think  that  one  of  the  indicators  of  social  and  political  vitality 
is  that  the  citizens  assume  that  their  taxes  are  owed  and  pay  them. 
When  they  stop  doing  that,  you  have  trouble.  You  often  have  revo- 
lutions. We  had  one  in  the  first  instance.  You  would  agree  on  that, 

I am  sure. 

Ms.  Willis.  Senator  Moynihan,  having  a high  compliance  rate  is 
very  important  and  having  people  pay  their  taxes  when  they  are 
due  is  key,  obviously,  to  the  economic  well-being  of  this  country . 

Senator  Moynihan.  Oh,  I would  go  much  further  than  that.  No, 
no.  I would  say  the  social  fabric  and  vitality  of  a country  is,  do  you 
know  what  your  duties  as  a citizen  are,  accept  them,  and  comply. 
Thai  gpeaka  to  the  morale  of  a society.  " ~~ 

Ms.  Willis.  The  compliance  rate  varies  over  time  and  it  also  var- 
ies amongst  different  groups  of  taxpayers.  As  the  economy  changes, 
that  may  be  part  of  the  reason  why  the  compliance  rate  changes. 
Senator  Moynihan.  Yes. 

Ms.  WILLIS.  When  you  look  at  wage  earners  who  file  tax  returns, 
they  have  a very  high  compliance  rate,  over  95  percent. 

Senator  Moynihan.  Yes. 

Ms.  WILLIS.  That  is  primarily  because  of  withholding  and  mtor- 
mation  reporting.  When  you  look  at  income  that  is  subject  only  to 
information  reporting  you  still  have  a high  compliance  rate.  But 
when  you  move  away  from  income  that  is  subject  only  to  either 
withholding  or  information  reporting,  the  compliance  rate  drops. 

So  if  we  have  shifts  in  our  economy  where  we  have  less  of  the 
tax  base  subject  to  withholding  or  information  reporting,  that  is 
one  possible  reason. 

Senator  Moynihan.  Right.  And  a good  subject,  something  the 
IRS  should  be  interested  in  in  the  first  instance. 

Ms.  Willis.  Something  they  are  very  interested  in. 


Senator  Moynihan.  Yes.  I was  surprised.  In  my  early  life  on  this 
committee  I would  cite  that  97  percent  rate  and  say,  what  a good 
republic  we  have  here,  only  to  look  up  and  find,  well,  something 
has  gone  astray. 

It  may  be  the  complexity  of  the  Tax  Code.  The  numbers  of  the 
employees  has  increased  70  percent  since  1962.  The  population  has 
increased  by  about  43  percent,  so  it  is  disproportionate,  not  just  fol- 
lowing the  number  of  taxpayer.  Well,  we  are  embarked  on  this. 

One  last  question  if  I can,  Senator  Grassley.  The  year  2000.  This 
is  a subject  that  just  preoccupies  me  and  to  which  more  attention 
is  beginning  to  be  paid.  Thg  prpgpnt  mmputers.  which  were  iust 
going  on-line  in  1962.  will  not  work  unless  thev-are-renrnPTammed 
and  weare  hours  away.  I do  not  have  to  tell  you  about.  I think 
Joel  Woolenson  is  working  on  it  there  at  tha-GAO. 

But  one  of  the  problems  with  saying  the  year  2000  is  you  get  the 
impression  that,  by  the  year  2000,  you  better  have  done  something. 
No.  By  January  1,  1998  it  may  be  your  drop-dead  date,  because 
after  that  there  is  just  not  enough  time  to  catch  up. 

What  is  your  feeling  about  the  IRS? 

Ms.  Willis.  Senator,  the  group  that  I head  is  doing  the  IRS  work 
related  to  the  year  2000  problem  for  GAO,  and  we  are  within  a 
couple  ofweeks  of  being  ready  to  brief~the  various  committees  on 
what  we  areTInding.  It  is  a very,  very  large  problem  for  IRS. 

I believe  IRS  is  the  largest  civilian  agency  year  2000  conversion, 
at  least  in  this  country,  and  possibly  in  the  world,  and  they  are 
dealing  with  very  old  computers.  They  have  established  a project 
office  which  is  aware  of  the  severity  of  the  problem,  but  obviously 
they  face  major  challenges  in  successfully  converting  their  systems, 
in  part  because  some  of  the  systems  are  going  to  have  to  be  re- 
placed. They  are  so  old,  they  cannot  be  made  compliant.  They  are 
going  to  have  to  go  through  and  replace  hardware  as  well  as  oper- 
ating systems. 

IRS  has  a large  team  of  people  working  on  this.  They  are  aware 
of  the  problem,  but  they  have  a very  long  way  to  go  and  time  is 
running  out.  Like  I said,  in  a couple  of  weeks  we  will  be  in  a better 
position  to  come  back  and  give  you  a better  assessment. 

Senator  Moynihan.  All  right.  I hope  you  will,  because  this  could 
bring  the  whole  system  crashing  down. 

Ms.  Willis.  It  could  be  catastrophic. 

Senator  Moynihan.  Yes,  it  could  be  catastrophic.  Now,  the  Gen- 
eral Accounting  Office  does  not  use  words  like  that  often,  but  we 
have  a catastrophe  facing  us.  It  is  not  going  to  happen  for  3 years. 
Grown-ups  do  not  say,  oh,  well,  let  us  go  out  to  dinner.  Maybe  we 
could  get  some  sense  of  what  you  think  is  needed.  They  are  going 
to  need  billions  of  dollars,  are  they  not? 

Ms.  Willis.  The  last  numbers  I saw  were  about  $800  and  some 
million,  but  not  all  of  the  mission-critical  systems  have  been  identi- 
fied yet. 

Senator  Moynihan.  So  it  is  a billion  dollars. 

Ms.  Willis.  It  rounds  to  a billion. 

Senator  Moynihan.  Yes.  Yes.  If  we  do  not  do  this,  we  will  have 
the  whole  system  crash,  what  has  just  been  described  by  Ms.  Willis 
as  a catastrophe.  It  is  one  of  those  nice  problems,  because  it  does 
not  have  to  happen.You  can  do  everything  you  need  to  do,  you  just 
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do  it  on  time.  But  there  comes  a moment  where  it  is  too  late  to 
Save  gotten  it  done  on  time  and  the  catastrophe  comes  no  matter 
what  you  do  then. 

Ron  a tor  Grassley.  We  are  almost  there. 

lenator  MOYNIHAN.  I would  think  we  are  gettmg  c :los J ^ there. 
Gardania,  the  economist  m New  York,  says  there  is  a 35  p 
chance  of  a global  recession  just  for  the  whole  world  not  bgng  up 
to  speed  on  these  things.  But  our  job  is  to  see  to  the  U.S.  Govern 
ment  Well  not  just  the  U.S.  Government,  but  certainly  the  Inter 
nal  Revenue  Service.  The  Defense  Department  must  have  a tre- 
mendous problem.  But  there  you  are 

In  about  2,  3 weeks  you  will  let  us  know? 

Ms.  Willis.  Yes.  . , .,. 

Senator  MOYNIHAN.  I certainly  appreciate  that 
Ms  Willis  We  will  be  able  to  give  you  a status  report. 

Senator  Moynihan.  We  will  get  some  of  your  thoughts  on,  why 
the  compliance  rate  at  the  time. 

Senator  Moynihan.  I have  to  admit  that,  for  such  a young  per- 

"Ml’  mSsVeSenaSr"hi^  the  other  question  is  whether  that 
JSeH. Sited  the  same  way  that  we  calculate  ,t  today. 

Senator  Moynihan.  Of  course. 

Ms  Willis.  And  we  will  look  at  that  as  well. 

Senator  MOYNIHAN.  All  of  those  good,  orderly  questions. 

Ms  WILLI?  We  Will  look  at  that  and  see  if  we  cannot  give  you 
a comparison  and  some  suggestions. 

Senator  MOYNIHAN.  Yes.  Thank  you  very  much. 

SnS?  1 ask  one  question,  and  I only  have 

STfcoup  le  of  administrative  matters  to  take  care  of  for 
Ren  a tor  Roth  the  Chairman  of  the  committee. 

Ms.  Willis,’ your  statement  will  be  included  m the  record,  y 
entire  printed  statement. 

Senator  LSIslS.  Then  also  I would  request  from  the  .commit 
tee  Various  exhibits  discussed  during  our  hearing,  and 

that  would  be  for  the  3 days,  be  included  in  the  record. 

First  of  all  before  I ask  one  question,  I should  compliment  the 
General  Accounting  Office,  you,  and  others  who  helped  us  on  the 

Restructuring  Commission  through  your  testimony  and  a lot  of 

^Ke^y-G^s^bJll^  ^e^o^datio^B  of 

- s sri  xnu‘»i? 

and  more  responsible  and  have  better  management. 

SenaYor 1 GRASSLEY  But  the  question  is  this,  and  it  comes  from 

those  records  for  a systematic  review.  Explain  what  those  obstacle 
are. 
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Ms.  WlLLIS.  Well,  basically  part  of  the  problem  is  finding  th eJP 
case  files,  and  once  you  find  them,  making  sure  that  the  informal*1' 
tion  is  in  there  and  that  you  are  able  to  build  an  entire  case  file 
for  a particular  enforcement  action. 

I recall  over  the  past  couple  of  days  one  of  the  issues  has  in- 
volved erroneous  assessments.  A collection  case  file  will  not  contain 
information  on  the  origin  of  the  assessment.  That  would  be  in  a dif- 
ferent location,  in  a different  office  where  the  assessment  was 
made.  It  is  very  difficult  to  tie  those  case  files  together  and  also 
make  sure  that  you  have  the  complete  record. 

Senator  Grassley.  So  the  problem  is  basically  the  inability  to 
find  all  of  the  information  available  in  the  file. 

Ms.  WlLLIS.  To  pull  it  all  together  in  any  kind  of  timely  fashion, 
yes. 

Senator  Grassley.  I call  on  Senator  Murkowski. 

Senator  Murkowski.  I will  be  very  brief.  Let  me  thank  you.  Sen- 
ator Grassley,  and  thank  you,  Senator  Moynihan. 

Ms.  Willis,  I am  going  to  have  one  question  that  has  probably  got 


a couple  of  parts  to  it.  But  on  page\2  of  your  testimony  you  say, 
“The  IRS  system,  both  manually  andiautomated,  have  not  been  de- 
signed to  capture  and  report  comprehensive  information  on  the  use 


and  possible  misuse  of  collection  authorities.”  So  it  was  not  de- 
signed. So  we  assumeTif  was  designed  intentionally  as  opposed  to 
having  been  designed  unintentionally.  But  it  was  not  designed  to 
do  that. 

Then  on  page  11  you  say,  “IRS  cannot  readily  produce  data  on  .[f 
the  overall  use  or  misuse  of  collection  enforcement  authorities  or  on 
the  characteristics  of  affected  taxpayers,”  which  reinforces  that  you 
have  a system  that  was  not  designed  to  do  what  we  are  concerned 
about. 

On  page  13  you  say,  “If  a taxpayer  complains  about  enforced  col- 
lection actions,  the  complaint  is  to  be  handled  initially  by  the  office 
responsible  for  the  action.  These  offices  do  not  routinely  keep  auto- 
mated or  even  summary  records  on  the  complaints  or  on  the  appro- 
priateness of  lien,  Jevy,  or  seizure  actions  taken,”  which  again  sug- 
gests  there  is  some  intentional  effort  here  in  the  way  the  system 
is  set  up. 

So  my  question  is,  in  effect  are  you  not  saying  that  the  system  An 
that  the  IRS  has  put  in  balance  is  really  designed  to  ensure  thatTm. 
there  is  no  way — no  way — for  the  IRS  personnel  to  be  held  account- 
able  for  any  erroneous  actions? 

Ms.  Willis.  Senator,  I do  not  believe  they  were  designed  with 
that  intent.  The  systems  were  designed  as  financial  accounting  sys- 
tems, so  they  are  transaction-based.  They  are  designed  to  deter- 
mine whether  the  taxpayer  owes  money,  whether  the  money  has  i 
been  paid. 

They  are  not  designed  to  collect  information  on  how  the  money  vJ£  - 
came  in  or  whether  there  was  an  effective  lien,  levy  and  seizure,  'll' 
The  basic  accounting  system  of  the  IRS  is  like  that. 

That  is  one  of  the  reasons  why  it  is  difficult  to  determine  how 
many  taxpayers  are  involved,  it  is  because  their  systems  are  trans- 
action based,  not  taxpayer-based.  So  you  may  have  10,  12,  15  mod- 
ules for  an  individual  taxpayer  on  an  account  which  are  separate 
and  individual  tranoo»n»»" 
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In  terms  of  these  systems  within  the  offices  on  collecting  infor- 
mation on  misconduct,  those  systems  were  never  designed  to  collect 
that  type  of  information,  they  were  designed  to  collect  information 
in  a more  aggregate  sense  in  terms  of  complaints,  et  cetera. 

Senator  MURKOWSKI.  Perhaps  you  are  being  more  charitable 
than  I am,  but  it  would  seem  to  me  that  they  are  clearly  not  de- 
signed for  accountability;  is  that  a fair  statement? 

Ms.  Willis.  They  are  not  designed  for  that,  no. 

Senator  Murkowski.  And  one  would  wonder  why  there  should 
not  be  some  consideration  given  for  accountability  because,  as  I un- 
x derstand  it  from  your  testimony,  there  is  no  way  to  determine  how 
4tr  many  times  the  IRS  has  made  a mistake  perhaps  in  sending  out 
r*  a collection  notice,  no  way  to  determine  how  many  complaints  may 
have  been  received. 

You  wonder  if  this  was  the  way  managers  at  IRS  set  up  the  sys- 
Nj^tem  or  set  it  up  so  that  no  one  can  trace  questionable  behavior  be- 
***  cause  there  is  no  accountability  designed  in  it. 

Ms.  Willis,  if  an  agency  wanted  to  cover  up  and  hide  its  inappro- 
priate behavior,  would  the  IRS  system  not  be  one  that  would  be  ap- 
propriate to  use  as  a model? 

Ms.  Willis.  I think  as  the  statement  says,  with  the  IRS  systems 
. L it  would  be  very  difficult  to  go  in  and  identify  cases  systematically 


. A-  it  would  be  very  dimcult  to  go  m and  identit 
'K  where  there  has  been  inappropriate  behavior. 
' I do  not  know  if  it  would  be  the  best  sysl 


I do  not  know  if  it  would  be  the  best  system  for  avoiding  that, 
but  it  certainly  is  not  a system  that  facilitates  identifying  that  type 
of  behavior  which,  as  I stated  earlier,  is  why  we  have  recommended 
on  several  occasions  that  IRS  develop  this  capability,  because  only 
when  people  are  held  accountable  and  know  they  are  going  to  be 
held  accountable  and  know  that  complaints  against  them  are  going 
to  be  tracked  do  you  send  the  message  that  this  is  important. 

Senator  Murkowski.  Yes.  Well,  it  appears  to  be  designed  so  that 
there  is  no  paper  trail  of  any  consequence,  records.  If  there  is  no 
accountability,  why,  you  have  the  inconsistencies  arising  that  we 
unfortunately  see  here  today.  You  can  imagine  how  a business,  Mr. 
Chairman,  would  operate  under  that  kind  of  a similar  practice. 

I used  to  be  in  the  banking  business.  When  I became  president 
of  one  organization  I noticed  that  all  of  the  notes  that  the  loaning 
officers  were  making,  they  would  initial  because  we  wanted  to 
know  who  made  that  loan,  because  all  loans  are  good  when  you 
make  them.  But  then  I noticed  that  they  were  in  pencil.  So  we 
changed  that  policy  and  put  them  in  ink.  You  would  be  amazed. 
They  got  a little  more  careful. 

I want  to  thank  you,  Ms.  Willis. 

Ms.  Willis.  Thank  you. 

Senator  Murkowski.  Thank  you,  Senator.  I think  it  has  been  re- 
vealing and  rewarding.  Hopefully  the  Finance  Committee,  under 
the  chairmanship  of  Chairman  Roth  and  the  rest  of  us,  are  up  to 
the  challenges  ahead. 

Thank  you. 

Ms.  Willis.  We  look  forward  to  working  with  you  and  continue 
to  support  the  efforts  of  this  committee  as  you  continue  your  over- 
sight, especially  in  this  area. 

Senator  Moynihan.  Well,  we  thank  you,  Ms.  Willis. 
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Senator  Roth  having  had  to  go  another  matter  I will  iust  nrc 
sume  on  the  occasion  to  declare  the  hearing  closed  J * P 

2W0a«p„?rat  thankS  to  y0U-  We  l0°k  *>,  Mrty  on,  that 

Ms.  Willis.  Yes.  Yes,  sir. 

[Whereupon,  at  4:23  p.m.,  the  hearing  was  concluded.] 


APPENDIX 

Additional  Material  Submitted  for  the  Record 


Prepared  Statement  op  Monsignor  Iawrence  F.  Ballweg 

Good  morning  Chairman  Roth  and  Members  of  the  Senate  Finance  Committee. 

I am  Monsignor  Lawrence  F.  Ballweg.  I have  been  a priest  in  the  Catholic  Church 
for  over  57  years.  I was  retired  in  1990  at  the  mandatory  retirement  age  of  75.  My 
mother,  Elizabeth  Ballweg,  died  in  August  1988  and,  in  her  will,  established  a 
Trust — the  benefits  of  which  go  to  charity.  In  the  will  I was  named  the  Trustee  and 
since  her  death  I have  faithfully  and  conscientiously  performed  my  duties  as  Trust- 
ee. I have  submitted  an  annual  report  of  the  Trust’s  activities  to  the  IRS  each  year 
without  any  problems.  Diming  the  year  1995,  I made  more  numerous  transactions 
than  in  previous  years.  In  order  to  record  all  the  income  of  the  Trust,  I listed  the 
various  items  on  separate  sheets  entitled  Statement  1,  Statement  2,  etc.,  and  then 
placed  the  totals  in  the  appropriate  spaces  on  the  IRS  Form  1041.  I did  this  more 
for  the  convenience  of  the  IRS  than  for  my  own  convenience.  Since  I did  not  pay 
a professional  to  prepare  the  Trust’s  return,  I spent  hundreds  of  hours  collecting  the 
necessary  papers  and  balancing  the  figures.  I asked  for  an  extension  of  time  for 
1995  so  that  I could  be  more  confident  that  the  report  was  as  accurate  as  possible. 
Two  months  later  the  return  that  cost  me  so  much  time  and  effort  was  returned 
requesting  that  I put  all  my  figimes  on  the  appropriate  forms  that  were  enclosed. 
My  second  report  was  done  hurriedly  and  returned  on  July  7 to  make  sure  that  it 
reached  the  IRS  office  in  the  few  days  that  were  allowed.  In  my  hurry  to  return 
this  report  on  time,  it  may  not  have  been  done  as  perfectly  as  the  first  although 
all  the  figures  were  the  same. 

I spend  six  months  in  Florida  and  six  months  in  New  York.  The  day  after  I ar- 
rived in  Florida  (November  4,  1996)  I received  a letter  from  the  IRS  Atlanta  office 
stating  that  I owed  more  than  $18,000  in  taxes  and  penalties.  Since  I had  left  a 
copy  of  my  final  report  in  New  York,  I asked  that  a copy  be  sent  to  me.  I was  in- 
formed that  I first  had  to  request  an  application  for  a copy  of  my  report  and  then 
return  the  application  with  a check  for  $14.00.  When  the  application  arrived  I filled 
it  out  and  enclosed  the  check.  About  6-8  weeks  later,  I received  a form  that  indi- 
cated that  I could  not  receive  the  copy  since  my  name,  Lawrence  F.  Ballweg,  was 
different  from  the  name  of  the  Trust  which  was  Lawrence  F.  Ballweg  Trustee  U/ 
W Elizabeth  D.  Ballweg,  and  reflected  on  line  1 of  Form  1041,  Elizabeth  D.  Ballweg, 
my  mother  who  had  died  8 years  before.  I wrote  a long  letter,  dated  January  6, 
1997,  explaining  that  I had  submitted  annual  reports  since  1988  and  that  my  name 
was  the  signature  on  each  report  At  the  same  time  I submitted  another  request  for 
a copy  of  my  file.  My  request  was  ignored.  Instead  1 received  a “Final  Notice,”  dated 
January  20,  1997,  in  which  I was  told  that  the  IRS  intended  to  take  steps  to  take 
my  bank  account,  auto  or  other  property  if  they  had  not  already  done  so.  I have 
read  several  stories  about  how  threats  of  that  kind  have  caused  extreme  physical 
and  mental  suffering  to  taxpayers  in  the  past.  I now  began  to  understand  what 
those  stories  meant. 

I must  confess  that  I spent  sleepless  nights  thinking  of  the  possible  consequences 
and  not  knowing  where  to  turn  since  by  this  time  I was  certain  that  I would  get 
no  help  from  the  IRS. 

Mr.  Chairman,  it  was  at  this  time  that  I heard  of  your  investigation  into  the  con- 
duct of  the  IRS.  I immediately  wrote  to  you  and  received  prompt  action.  CNN  pre- 
sented my  case  on  television  and  the  next  day  I received  a call  from  an  IRS  Tax- 
payer Advocate,  received  a copy  of  my  file  and  was  advised  how  to  make  the  nec- 
essary adjustments.  On  March  24,  1997, 1 received  notice  from  the  IRS’  Atlanta  Of- 
fice that  1 did  NOT  owe  any  tax. 
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Fnr  eight  months  I lived  in  constant  worry,  if  not  fear,  that  the  Trust  that  my 
dear  mother  had  established  to  help  the  poor  wouldbe  penalized  because  of  what 

I can  only  call  the  unprofessional,  calloused  and  indifferent  beh‘'1^"r  thltrthev  send 
ees  who  are  devious  enough  never  to  sign  their  names  to  any  notices  that  they  send 
nnf  Thp  taxDaver  is  dealing  with  peopne  who  can  do  inestimable  harm  but  cannot 
evL  be  identified  can  only  thank  you,  Senator  Roth  and  the  Senate  Finance  Com- 
mfttee  for  trying  to  correct  such  abuses  and  I pray  that,  as  a result,  conscientious 
citizens  will  be  spared  the  humiliation,  embarrassment,  fear  and  anxiety  that  I have 
experienced. 


Prepared  Statement  of  David  Burnham 

Mr.  Chairman  and  members  of  the  committee,  thank  you  for  reques 1 1 ng  my  te  s 1 1- 
mony.  I very  much  appreciate  the  opportunity  to  appear  before  this  distinguished 

b°Tiie  record  clearly  demonstrates  that  the  lack  of  effective  oversight  of  the  Internal 
Revenue  Sendee — by  Congress,  the  courts,  reporters  tax  practitioners  and  other 
concerned  individuals— has  done  grievous  harm  to  the  American  people  for  many 
years  While  it  has  become  a cliche,  it  nevertheless  remains  a basic  truth,  the  pnee 

°f Becauise^w^have  ^oufinefy  failed  to  hold  the  IRS  accountable  for  its  actions  the 
agency  has  too  often  operated  in  abusive,  sloppy,  unresponsive,  improperly  political 
and  occasionally  corrupt  ways  that  are  a threat  to  our  society. 

The  IRS’s  continuing  problems  are  costly  to  the  nation  in  two  ways  First,  a badly 
managed  agency  does  not  collect  as  much  as  might  be  expected  of  the  relatively 
smaftf  but  ftill  significant,  portion  of  the  federal  taxes  owed  by  noncomp  ying  tax- 
payers.  The  second  cost  is  harder  to  measure,  but  probably  more  important  A badly 
managed  agency  is  unfair:  substantial  numbers  of  individual  citizens  are  erratically 
subject  to  wrongful  actions.  Such  treatment  contributes  to  the  growth  of  a ro'rosive 
public  cynicism  that  undermines  public  confidence  m government  in  a fundamen 

ta!Mydbelfef°that  strong  oversight  can  have  positive  impact  on  government  is  not 
theoretical  It  is  based  on  direct  experience.  As  a reporter  who  has  investigated 
large  powerful  bureaucracies  like  the  New  York  City  Police  Department,  the  Na- 
tional Security  Agency,  the  FBI  and  the  IRS  for  the  last  30  years,  I have  seen  clear 

and  certain  examples  where  public  exposure  of  «?' riousvFV®pT fu*  ^ew  Y^rkhpolice 
to  genuine  improvements  in  government  operations.  We  need  the  New  York  Police 
Department,  we  need  the  Fb!,  we  need  the  IRS.  But  when  such,  powerful  orgaruz^ 
tions  are  allowed  to  operate  without  continuous  constructive  review,  history  tells  us 
that  almost  certainly  they  will  go  wrong,  sometimes  m very  serious  vays. 

The  IRS  of  course,  is  the  subject  of  the  committee  s hearings.  More  than  ten  yea 
ago  I began  an  investigation  of  that  agency  that  led  to  the  1989  publication  of  A 
Uw  Unto  Itself:  The  IRS  and  the  Abuse  of  Power.  This  book  was  a unique  and  high- 
ly praised  examination  of  the  agency’s  historic  and  continuing  taj”™  to  well  serve 
the  American  people.  To  my  astonishment,  shortly  after  its  publication,  Fred  Gold- 
berg, the  IRS  commissioner  at  the  time,  told  a national  television  audience  that  my 

critique  of  the  agency  had  got  it  right.  . . ...  ..  ...  , 

Perhaps  one  reason  the  commissioner  did  not  condemn  my  book  is  that  it  did  not 
heap  blame  on  the  Bush  Administration  alone.  My  research,  m fact,  found  that  the 
IRS  has  suffered  mishaps  and  misadventures  under  almost  every  president  Repub^ 
lican  and  Democrat,  going  back  at  least  to  Herbert  Hoover.  I found  authoritative 
government  documents  clearing  showing  numerous  multiple  abuses:  , 

. Herbert  Hoover,  irritated  by  political  criticism  of  his  budget-, cutting  police i by 
an  organization  of  weapons  manufacturers,  ordered  a secret  FBI  investigation 
of  the  group  that  was  partly  based  on  supposedly  confidential  tax  informa  on. 

• Franklin  Delano  Roosevelt  regularly  used  the  IRS  as  a political  hit  squad  He 
ordered  the  agency  to  mobilize  its  enforcement  powers  against  former  ^easury 
Secretary  MeTlon,  Senator  Huey  Long,  the  singerPaulRobeson^pubhcan 
Representative  and  neighbor  Hamilton  Fish,  Father  Charles  Coughlin  and 

• During^resident  Truman’s  watch,  a massive  and  long-festering  IRS  corruption 

scandal  erupted  during  which  hundreds  of  agency  officials  and  agents  were  im- 
plicated, including  one  secretary  of  treasury,  one  commissioner  and  one  assist- 
ant  attorney  general.  A good  number  were  convicted  and  sent  to  prison  tor  tak- 
ing bribes  or  forced  to  resign  from  government  service.  , IRQ  r*nm 

• With  the  full  knowledge  of  President  Kennedy  and  his  brother,  the  IKS  Com- 
missioner of  that  administration  established  a program  to  go  after  extremist 


organizations.”  Although  the  memos  describing  the  program  said  the  extremists 
of  concern  were  on  both  the  right  and  the  left,  it  appears  that  all  of  those  who 
lost  their  tax  exempt  status  in  connection  with  this  program  were  fundamental- 
ist conservatives  who  had  been  criticizing  the  president. 

• President  Nixon,  among  other  abuses,  established  within  the  IRS  the  SSS — the 
Special  Service  Staff— to  use  tax  records  to  track  "dissident  groups  and  individ- 
uals.” One  of  the  impeachment  counts  approved  by  the  House  Judiciary  Com- 
mittee involved  the  president’s  misuse  of  the  IRS. 

• During  the  Reagan  years,  the  IRS  forgot  the  lesson  of  the  Truman  era,  and  cut 
back  on  agency  efforts  to  discover  and  punish  corruption.  The  result  was  what 
appears  to  have  been  a mini-surge  in  willingness  of  IRS  officials  and  agents  to 
use  their  governmental  powers  for  private  gain  in  cities  like  Philadelphia,  Chi- 
cago and  Los  Angeles. 

Although  it  may  not  at  first  be  obvious  to  you,  my  point  here  is  not  that  the  IRS 
is  inevitably  a corrupt  and  badly-run  organization.  On  the  contrary,  growing  out  of 
the  exposure  of  the  problems  of  both  the  Truman  and  Nixon  Administrations  came 
periods  of  serious  public  concern  and  genuine  reform. 

This  truth — that  large  and  powerful  organizations  desperately  need  outside  re- 
view by  informed  critics — is  one  that  Congress  has  often  ignored.  As  the  chairman 
and  members  of  the  Senate  Finance  Committee  know,  the  historical  record  proves 
that  oversight  of  the  IRS  has  rarely  been  a major  concern  of  this  committee.  It  must 
be  acknowledged— and  it  should  be  celebrated — that  the  breadth  and  depth  of  this 
hearing  on  the  basic  performance  of  the  IRS  is  unusual,  although  perhaps  not  un- 
precedented. I contend  that  the  record  of  the  House  Ways  and  Means  Committee 
and  the  Joint  Tax  Committee  and  the  General  Accounting  Office  is  not  much  better. 
For  Congress,  re-writing  tax  laws  and  imposing  new  sanctions  to  enhance  the  collec- 
tion of  tax  dollars  have  almost  always  overwhelmed  concerns  about  the  fairness  and 
effectiveness  of  the  IRS. 

In  America,  however,  oversight  is  not  a Congressional  monopoly.  Thanks  to  the 
First  Amendment  of  the  Constitution,  news  organizations  are  free  to  investigate  and 
publicize  the  failures  of  government.  But  when  it  comes  to  the  IRS,  the  media  has 
rivaled  Congress  in  its  failure  to  audit  America’s  largest  and  in  some  ways  most 
powerful  enforcement  agency.  More  than  twenty  years  ago,  two  very  good  reporters 
from  the  Philadelphia  Inquirer  undertook  a ground  breaking  and  prizewinning  in- 
vestigation of  the  IRS.  Very  recently,  the  New  York  Times  has  assigned  David  Cay 
Johnston  to  focus  on  the  agency  and  its  enforcement  activities.  Other  than  that— 
and  the  flurry  of  IRS  reporting  after  Watergate — coverage  of  this  agency  that  touch- 
es the  lives  of  almost  every  American  has  for  many  years  been  largely  ignored  by 
both  print  and  television  reporters. 

In  some  ways,  the  lack  of  effective  oversight  is  not  all  that  surprising.  The  IRS 
is  a very  large  and  very  complicated  agency  that  is  not  easy  to  understand.  And 
there  are  many  people — especially  within  the  beltway— who  tmly  do  not  understand 
that  the  nitty-gritty  of  how  the  government  rubs  up  against  individual  citizens  is 
more  significant  in  many  ways  than  the  grandest  and  most  publicized  federal  “ini- 
tiative.” A couple  of  years  ago,  the  senior  lobbyist  for  a major  national  organization 
in  Washington  made  the  astonishing  statement  to  me  that  he  was  only  interested 
in  government  "policy,”  not  government  “enforcement.” 

This  curiously  obtuse  attitude  was  a central  reason  why  Susan  Long,  a professor 
at  Syracuse  University,  and  I decided  in  1989  to  form  the  Transactional  Records  Ac- 
cess Clearinghouse  (TRAC).  Our  basic  idea  was  that  if  Congressional  committees, 
reporters,  public  interest  groups,  scholars  and  businesses  were  able  to  obtain  com- 
prehensive information  about  the  day-to-day  activities  of  federal  enforcement  agen- 
cies, they  would  undertake  serious  oversight  studies.  Since  that  time — with  the  sup- 
port of  Syracuse  University,  the  Knight  Foundation,  the  Rockefeller  Family  Fund 
and  The  New  York  Times  Company  Foundation  and  other  organizations— TRAC  has 
obtained  internal  administrative  data  tapes  from  the  Justice  Department  and  a 
number  of  federal  enforcement  agencies  and  provided  it  to  the  public  in  new  and 
innovative  ways. 

In  the  Bpring  of  1996,  and  again  in  1997,  for  example,  TRAC  created  a special 
site  on  the  World  Wide  Web  that  gave  viewers  all  over  the  nation  many  thousands 
of  pages  of  maps,  charts,  graphs  and  tables  about  the  civil  and  criminal  enforcement 
activities  of  the  IRS.  The  address  is  http://trac.syr.edu/tracirs.  For  the  first  time 
ever,  TRAC’s  site  gives  taxpayers,  reporters,  public  interest  groups,  and  scholars 
easy  access  to  comprehensive  and  authoritative  information  about  how,  where  and 
when  the  IRS  is  enforcing  the  law.  With  this  information,  it  now  is  possible  to  ex- 
amine and  question  the  basic  policies  of  the  agency. 

DATA  FACTS:  From  1980  to  1995,  IRS  criminal  enforcement  underwent  a 
dramatic  shift  in  emphasis.  In  1980.  more  thou  <■-  - •• 
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ecutions  were  aimed  at  individuals  accused  of  traditional  tax  crimes  like  failure 
to  file  or  the  filing  of  a fraudulent  return.  By  1995,  less  than  half  of  IRS  pros- 
ecutions involved  traditional  tax  violations,  with  crimes  like  money  laundering 
drugs  and  currency  violations  taking  their  place.  From  1988  to  1995,  civil  audit 
rates  for  individual  nonbusiness  taxpayers  with  incomes  over  $100,000  declined 

bypOLICY°QUESTIONS:  The  sharp  decline  in  IRS  activities  against  wealthier 
individuals  and  traditional  forms  of  tax  violations  is  a striking  change  in  na- 
tional tax  enforcement  policy  that  has  gone  on  under  the  Reagan  Bush  and 
Clinton  administrations.  Why  were  these  changes  instituted.  Was  this  impor- 
tant shift  the  product  of  conscious  decisions  by  top  policy  makers  or  an  acci- 
dent? Is  there  any  evidence  that  the  change  has  resulted  in  the  collection  ot 

more  revenue?  Or  less?  . ...  , . . 

DATA  FACTS:  Government  data  show  wide  variations  m the  civil  and  crimi- 
nal enforcement  patterns  of  the  IRS,  some  of  which  appear  to  make  very  little 
sense.  The  taxpayers  in  Manhattan,  Brooklyn  and  Las  Vegas,  for  example,  all 
have  something  in  common  with  taxpayers  in  northern  Florida  and  the  com- 
paratively rural  areas  around  the  North  Carolina  cities  of  Greensboro  and 
Ashville.  In  1995,  on  a per  capita  basis,  they  all  ranked  among  the  ten  most 
active  districts  when  it  came  to  the  prosecution  of  IRS  criminal  cases.  On  the 
civil  side,  taxpayers  in  the  IRS's  San  Francisco  district  Mississippi,  Idaho  and 
New  York  City  stood  the  highest  chance  of  being  audited.  One  curious  fact 
about  the  taxpayers  in  these  very  different  districts  concerned  their  income. 
New  York  had  the  highest  adjusted  gross  income  and  Mississippi  had  the  low- 

eSpOLICY  QUESTIONS:  Does  the  IRS  have  an  effective  national  program  to 
make  sure  that  areas  with  the  most  problem  taxpayers  have  most  enforcement 
resources?  Or  is  the  effort  in  fact  a random  one  involving  the  relative  energy 
levels  of  different  district  managers?  Has  the  combined  impact  of  various  forms 
of  IRS  enforcement  actions— notices,  audits,  criminal  indictments— ever  been 
studied?  Given  the  high  cost  of  moving  IRS  staff,  has  the  agency  developed  a 
plan  to  continually  use  the  natural  forces  of  attrition  to  shift  auditors  and  ex- 
aminers  to  areas  where  they  are  most  needed? 

DATA  FACTS:  In  March  1996,  TRAC  mounted  its  first  web  site  on  the  pat- 
terns and  trends  of  IRS  criminal  enforcement.  The  information  was  based  on 
data  obtained  from  the  Justice  Department  under  the  Freedom  of  Information 
Act  Although  both  the  IRS  and  the  Justice  Department  were  given  access  to 
the  site  before  it  became  publicly  available,  neither  raised  any  questions.  When 
news  organizations  began  to  publish  articles  based  on  the  data,  however, 
spokespersons  for  both  agencies  questioned  the  validity  of  the  government  s own 
information.  The  curious  tactic  of  impeaching  your  own  material  prompted  us 
to  separately  ask  the  agencies  to  meet  with  us  to  resolve  whatever  problems 
they  had  with  our  data  analysis.  Both  refused.  At  this  point,  we  undertook  a 
new  study  in  which  we  compared— where  it  was  possible— the  eifforcement  in- 
formation from  the  Justice  Department,  the  courts  and  the  IRb.  I his  study 
found  that  the  portrait  of  criminal  tax  enforcement  painted  by  the  Department 
and  court  data  were  highly  consistent.  Surprisingly,  however,  the  department 
and  court  data  patterns  were  very  different  than  reported  by  the  Mb.  In  1990, 
for  example,  the  IRS  claims  it  sent  twice  as  many  persons  to  prison  as  was  re- 
corded by  the  department  and  the  courts.  This  discrepancy— and  several  oth- 
ers—led  us  to  conclude  that  important  information  provided  the  public  in  the 
IRS’s  annual  report  about  its  criminal  enforcement  effort  was  substantially 
misleading  and  inaccurate.”  . , , . , 

POLICY  QUESTIONS:  Why  is  the  IRS,  of  all  agencies,  unable  to  properly 
balance  the  books  on  what  is  in  fact  a low-volume  part  of  its  activities?  Given 
the  failure  of  the  IRS  to  account  for  its  criminal  enforcement  activities— even 
with  parallel  information  available  from  the  Justice  Department  and  the 
courts — what  faith  can  be  placed  in  its  accounting  of  civil  audits . If  the  IKS  en- 
forcement information  is  in  fact  seriously  flawed,  how  can  Congress  judge  its 
basic  competence?  Has  the  General  Accounting  Office  ever  conducted  a detailed 
audit  of  IRS  enforcement  counts  published  each  year  in  the  agency  s annual  re- 

The°hard  numbers  are  there.  The  good  questions  are  there.  All  that  has  been  lack- 
ing  are  skeptical  Congressional  Committees,  reporters,  scholars  and  tax  practition- 
ers willing  to  invest  the  time  and  energy  to  understand  the  numbers  and  to  ask 
questions. 


259 

Prepared  Statement  of  Shelley  L.  Davis 

Mr.  Chairman  and  Members  of  the  Senate  Finance  Committee,  I am  pleased  to 
be  able  to  share  a few  of  my  thoughts  and  experiences  with  you  today  as  you  explore 
specific  issues  of  IRS  abuse  of  those  the  tax  agency  likes  to  call  its  “customers” — 
American  taxpayers.  For  16  years  I worked  as  an  historian  for  the  federal  govern- 
ment. Nine  of  those  years  were  with  the  Department  of  Defense  and  the  final  seven 
were  spent  as  the  first  and  unfortunately,  the  last,  official  historian  for  the  Internal 
Revenue  Service.  At  the  end  of  1995,  I resigned  from  my  federal  career  in  protest 
over  the  unwillingness  of  the  IRS,  or  the  Treasury  Department  Inspector  General, 
to  investigate  my  complaint  of  illegal  document  destruction  by  the  IRS.  I learned 
that  the  same  federal  investigator  to  whom  I originally  reported  my  concerns  re- 
garding this,  had  turned  around  and  opened  an  investigation  of  me  on  unfounded 
and  false  charges  of  “wrongful  release  of  confidential  information.”  Later,  I learned 
that  this  is  a common  tactic  used  against  IRS  employees  who  dare  to  speak  up 
against  management.  I knew  then  that  I had  no  alternative  but  to  resign  and  try 
to  raise  awareness  of  the  intransigence,  arrogance,  and  abusive  patterns  of  behavior 
that  I found  all  too  common  inside  the  headquarters  of  the  IRS.  I decided  to  write 
a book  which  was  published  earlier  this  year  entitled,  “Unbridled  Power.” 

My  testimony  today  will  touch  briefly  on  three  areas: 

1.  The  cultural  climate  of  the  IRS; 

2.  List  keeping  at  the  IRS; 

3.  The  IRS  definition  of  “tax  protester.” 

My  introduction  to  the  culture  of  the  IRS  came  during  my  earliest  days  with  the 
tax  agency,  in  the  fall  of  1988.  Although  I had  been  hired  as  the  first  historian  for 
the  IRS,  I found  little  interest  or  support  for  my  efforts.  I found  even  less  history. 
By  history  I mean  both  an  awareness  of  the  heritage  of  the  IRS  as  well  as  the  raw 
material  (the  documentation)  from  which  narrative  history  is  distilled.  Neither  the 
documents  nor  the  heritage  were  to  be  found.  Initially,  1 found  this  curious.  Later, 
I found  it  alarming. 

At  the  IRS  National  Headquarters,  there  seemed  little  connection  between  the 
work  of  employees  and  actual  tax  collection — what  I presumed  to  be  the  mission  of 
the  IRS.  Rather  than  possessing  any  basic  curiosity  about  the  past,  the  IRS  employ- 
ees I encountered  exhibited  a wariness,  a suspicion — assuming  that  anyone  looking 
for  records  must  have  some  definite  agenda.  An  agenda  presumed  to  be  negative. 

This  reluctance  to  think  about  the  past  translated  into  routine  day-to-day  oper- 
ations, meaning  that  all  documents  were  tossed,  shredded,  whatever,  when  a pro- 
gram was  completed — or  shut  down,  as  in  the  case  of  many  IRS  computer  projects. 
No  records.  No  paper  trail.  No  history. 

As  time  went  on,  I realized  that  this  not  only  made  my  job  as  historian  virtually 
impossible,  but  that  it  guaranteed  that  the  IRS  could  never  be  held  accountable  for 
its  actions. 

With  a sense  of  historical  development,  I came  up  with  my  own  interpretation  of 
this  phenomenon.  One  could  easily  pass  off  the  reluctance  of  the  IRS  to  acknowledge 
its  past  as  a reaction  to  a constant  barrage  of  criticism.  But  the  IRS  is  certairuy 
not  the  only  federal  agency  subjected  to  criticism  from  the  press,  Congress,  or  the 
public. 

Instead  of  reflecting  on  positive  actions  in  response  to  criticism,  the  IRS  proclaims 
that  any  criticism  of  the  agency  is  “IRS  bashing”  and  "will  only  lead  to  more  tax 
protesters.” 

Rather  than  respond  with  solid  information,  historical  examples,  and  analysis,  the 
IRS  jumps  around  skittishly,  telling  Congress  that  thiB  reorganization,  or  that  new 
position,  or  another  new  task  force  will  remedy  the  current  problem.  The  IRS  has 
learned  that  its  most  effective  response  to  inquiring  questions  from  Congress,  from 
the  press,  or  from  the  American  people  is  to  hide  behind  the  privacy  laws.  These 
are  the  laws  meant  to  protect  taxpayers.  But  by  endlessly  citing  restrictions  on  its 
authority  to  comment  on  taxpayer  cases,  the  IRS  deflects  criticism  for  any  and  all 
actions.  In  essence,  the  response  of  the  IRS  to  question  about  anything  and  every- 
thing is,  “Trust  us.  We’re  doing  the  right  thing.  We  just  can’t  tell  you  what  that 
is  because  we're  protecting  American  taxpayers. 

A corollary  to  this  defensive  shield  is  the  penchant  of  the  IRS  to  destroy  its  paper 
trail.  There  were  virtually  no  records  of  IRS  actions  throughout  the  twentieth  cen- 
' tury  in  any  of  the  repositories  where  one  would  normally  find  federal  records:  the 
IRS  itself,  the  National  Archives  (including  the  permanent  archives  in  Washington, 
D.C.,  the  10  records  centers  around  the  country,  or  the  Presidential  libraries.) 

In  my  early  years  with  the  IRS,  a good  question  to  ask  was,  “Where  are  the 
records?”  What  I learned  was  shocking.  The  records  had  been  destroyed.  Gone 
Shredded.  Tossed.. .Tbevo"  ‘ 1 ...  - 
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the  law  which  requires  all  federal  agencies  to  preserve  records  of  what  they  da  It 
is  as  though  the  IRS  assumed  that  laws  which  apply  to  the  FBI,  to  the  CIA,  to  eveiy 
other  part  of  the  federal  establishment  can  be  *&nored-  . , , . T p_t:_ne(i  fi.e  rea. 

No  other  agency  of  our  government  could  get  away  with  this.  I questioned  tne  rea 
son  why  Tt  had  Taken  so*W  for  anyone  to  realize  that  the  records  were  not  just 

mfbenUevbeUtltean°6wedr  is  based  on  fear.  As  taxpayers,  why  would  we  ever  question 

tJE  I *»'»> »" 

vnn  nrove  anv  wrongdoing  when  the  evidence  is  already  destroyed.  . 

^ tpq  haR  learned  that  the  privacy  protections  are  its  best  weapon  in  its  war 

IdWnoL^^^  j wa’ 

While  waiting  for  my  friend  to  meet  me  at  the  entrance  ot  the  building,  i was 

pulled1  aside  bygan  lid  internal  security  agent  who  told  me  to  leave  immediately 
hpcause  1 was  officially  ,4banncd  from  the  building.  1 1* 

I thought  this  was  odd  as  I was  standing  in  the  front  entrance,  a 
When  I fsked  for  an  explanation,  I was  tohf  that  I was  “banned”  because  I did  not 
turn  in  my  official  identification  badge  when  I resigned  four  months  earlier. 

WWn^the^eent  detaining  me  prepared  to  call  for  Federal  Protective  Service 
agents  to  carry  out  her  threat  to  arrest  me,  I knew  I had  to  make  a quick  decision^ 
fet*  them  carry  through  with  this  absurd  threat,  or  turn  and  leave.  1 left.  To  this 
dav  I wish  Ihad  stayed  and  made  them  carry  through  with  their  threat. 

■file  IRS  brought  false  charges  against  me,  used  government  resources  to  pursue 
„ fHi8P  investigation  of  me,  and  continued  to  harass  me  even  after  I had  resigned. 
With  the  IRS,  as  I am  sure  you  will  hear  from  othere  today,  retaliation  is  prompt, 

8'^iva^ir8t^th0theCIRS  were  spent  exclusively  in  the  National  Office,  the  head- 
aua^r0f  ffie  tax%e^y  Throughout  my  tenure  at  the  IRS  I often  heard  stones 
that  different  types  of  codes  were  used  to  identify  taxpayers  and  retimns. 

I have  specific  knowledge  of  one  type  of  list  maintained  msi^  ffie  1^.  It  is 
product  of  a secretive,  cloistered  unit  of  the  IRS  which  existed  from  1969  th  g 

19SeS®iw  tad  aSTtodMi^hSi  organizations  de.ign.tod 

as  possible  audit*  targets  by  the  IRS.  Who  were  these  people  and  organizations? 
Some  were  names  you  will  recognize:  Shirley  MacLame?  Joan  Baez,  John  Lindsay, 
thp  Black  Panthers  and  the  Student  Nonviolent  Coordinating  Committee  (SNCC). 

But  most , of  1 those  who  made  it  onto  the  list  were  not  household  names  but  were 
individuals  the  SSS  determined  were  of  questionable  character  as  determined  by  the 

SSTen  employees  of  the  SSS  dutifully  clipped  newspaper  articles  each  day.  The  FBI 
willingly  sent  over  its  own  files  on  political  dissidents  and  protesters,  an  sl‘b8  "P 
fions  were  taken  to  radical  publications  which  were  perused  for  names  and  other 
leads  All  in  all,  the  SSS  targeted  individuals  with  no  known  tax  problems  for  audit 

fore  Congress  in  1975  that  he  believed  the  SSS  records  should  be  token  out  on  the 

m Yet* ^espi  to  ^he  fact  that  the  SSS  files  remain  intact  at  the  IRS  (at  least  through 
my  resignation  at  the  end  of  1995),  the  IRS  steadfastly  refuses  to  release  the  files 
toyreseafchers  or  even  to  the  National  Archives  for  safekeeping.  Why  .Because  they 
contain  “taxpayer  information.”  Who  is  protecting  whom,  one  has  to  wonder. 

C°What  h“PaT[hifg™to  do  with  the*  present! Today  I i believe  there  exis^thou- 

SZAcl  brands* them  ^5&  &Tlisfor  “mpilafion 

rf  files  wffich  S that  designation,  is  semantics.  Just  how  many  Americans  bear 

this  designation? 


At  the  very  least,  we  need  to  know  if  we  are  on  that  list.  We  reserve  that  right. 
The  IRS  says  we  can’t  know  and  don’t  have  a right  to  know  while  simultaneously 
claiming  Congress  wants  it  this  way. 

The  only  thing  being  protected  in  this  scenario  is  the  IRS. 

Just  what  is  a tax  protester?  Your  definition,  like  mine,  is  probably  different  from 
the  IRS  definition.  I learned  that  while  inside  the  IRS. 

A tax  protester,  in  my  definition,  is  not  someone  who  may  oppose  our  system  of 
taxation,  but  pays  his  taxes  nonetheless.  A tax  protestor  is  not  someone  who 
says  that  our  tax  system  is  broken  and  must  be  dismantled,  but  still  files  a Form 
1040.  A tax  protester  is  not  someone  who  merely  criticizes  the  IRS.  A tax  protester 
is  not  someone  who  challenges  an  IRS  assessment. 

But  in  the  mind  of  the  IRS,  all  of  the  above  ideas  fit  the  unofficial  IRS  profile 
of  a tax  protester.  In  the  cloistered  environment  of  the  IRS,  criticism  of  the  IRS, 
or  the  income  tax,  equals  tax  protester.  Anyone  who  has  the  misfortune  of  bearing 
that  title  is  most  likely  going  to  witness  first  hand  just  what  “taxpayer  abuse”  really 
means. 

Don’t  get  me  wrong.  I am  not  in  any  way  condoning  the  actions  of  those  who,  by 
one  manner  or  another,  attempt  to  cheat  or  not  live  up  to  their  financial  responsibil- 
ities as  a U.S.  citizen.  But  I do  recognize  the  use  of  the  label  of  “Illegal  Tax 
Protestor”  as  another  powerful  weapon  of  the  most  powerful  agency  in  America. 

It  is  time  for  Congress  to  compel  the  IRS  to  be  more  forthcoming  about  its  audit 
procedures,  even  though  the  IRS  would  like  us  to  believe  that  our  system  of  taxation 
will  collapse  if  the  American  people  know  how  their  tax  collector  goes  about  his  or 
her  business. 

The  IRS  gains  too  much  benefit  from  the  privacy  laws  to  come  clean  on  its  own. 
The  culture  of  the  IRS,  built  over  decades  of  learning  to  hide  behind  the  privacy 
laws,  will  not  change  on  its  own.  Without  intervention  from  Congress,  it  will  not 
happen. 

Last  year,  a top  career  IRS  executive  testified  before  Congress  that,  “There  is  the 
general  view  that  the  more  mysterious  tax  enforcement  is,  the  more  likely  taxpayers 
will  voluntarily  comply.”  Mystery  breeds  distrust  and  contempt.  It  also  breeds  fear, 
which  compels  many  taxpayers  to  comply  with  the  tax  laws  because  they  are  afraid 
of  the  consequences,  but  it  does  not  breed  voluntary  compliance  or  trust. 

The  arrogance  of  the  IRS  is  outrageous  and  harmful.  We  loBe  more  than  gain  by 
allowing  the  IRS  to  operate  in  this  manner.  Congress  must  demand  accountability 
from  the  IRS.  Congress  must  shine  the  spotlight  on  the  IRS  and  never  switch  the 
power  off. 

Thank  you. 


Prepared  Statement  of  Michael  P.  Dolan 

Chairman  Roth  and  Distinguished  Members  of  the  Committee: 

With  me  today  are  Lee  Monks,  the  Taxpayer  Advocate,  and  Ron  Rhodes,  the  As- 
sistant Commissioner  for  Collection.  We  appreciate  the  opportunity  to  appear  today 
and  discuss  important  aspects  of  the  way  the  Internal  Revenue  Service  performs  the 
mission  which  the  Congress  has  assigned  it.  Given  its  jurisdiction  and  role  in  the 
establishment  the  nation’s  tax  policy,  it  is  crucial  that  this  Committee  be  provided 
as  complete  a picture  as  possible  of  the  way  today’s  tax  administration  processes 
work. 

The  IRS  has  worked  hard  during  the  past  months  to  be  responsive  to  the  requests 
of  the  Committee’s  investigative  staff.  Early  in  their  deliberations  the  investigators 
identified  several  cases  for  which  the  IRS  has  provided  extensive  case  information, 
as  well  as  access  to  the  pertinent  field  and  national  office  IRS  employees.  In  the 
past  few  weeks,  four  of  those  cases  were  identified  as  probable  subjects  for  this 
hearing.  As  we  have  reviewed  those  four  cases,  we  identified  mistakes  in  the  way 
that  two  of  the  four  cases  were  handled,  and  in  a third  case,  we  didn’t  provide  the 
kind  of  assistance  we  should  have  in  helping  the  taxpayer  rectify  an  error  they 
made  when  they  filed  their  return.  I am  sorry  we  made  those  mistakes.  The  tax- 
payers involved  certainly  deserved  better  treatment  than  they  received.  In  one  in- 
stance we  have  had  a chance  to  formally  apologize  and  in  the  other  two  we  have 
either  solved  the  original  problems  or  offered  to  help  resolve  a remaining  taxpayer 
concern.  Beyond  wishing  that  we  had  not  made  the  original  mistake,  I am  also  con- 
cerned that  it  took  too  long  to  identify  and  correct  the  errors.  I intend  to  share  these 
concerns  and  others  identified  in  our  preparation  for  this  hearing  when  I meet  with 
our  key  senior  executives  next  month. 

As  unacceptable  as  any  mistake  is,  I hope  this  Committee  will  consider  them  in 
the  context  of  IRS’s  nerformnnoo  " 
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have  immediately  preceded  these  hearings,  a variety  of  allegations  have  found  their 
way  into  the  media.  Unfortunately  it  is  far  too  easy  for  an  allegation  of  wrong  doing 
or  even  an  actual  error  to  be  mis-characterized  in  a way  that  impugns  an  entire 
organization  and  all  its  employees.  As  a career  IRS  employee,  I know  my  IRS  col- 
leagues not  only  understand,  but  take  very  seriously  the  significant  responsibilities 
with  which  we  have  been  vested.  Most  chose  careers  in  public  service  because  they 
believed  they  could  make  an  important  contribution  to  the  success  of  their  country. 

This  Committee  is  in  a unique  position  to  understand  the  complexity  and  sensitiv- 
ity of  the  mission  that  has  been  assigned  to  the  IRS.  Each  year  the  Service  receives 
nearly  200  million  tax  returns,  collects  and  accounts  for  well  in  excess  of  a trillion 
dollars,  generates  nearly  90  million  refunds  and  receives  millions  of  calls,  letters 
and  visits  from  taxpayers  in  need  of  help.  In  addition,  a normal  year  will  find  the 
IRS  involved  in  approximately  10  million  “compliance  contacts”  ranging  from  tax 
audits  to  collection  of  delinquent  accounts  and  reconciliation  of  discrepancies  be- 
tween information  supplied  by  third  parties  (i.e.,  employers,  banks,  mortgage  com- 
panies, etc.)  and  the  information  reported  on  tax  returns.  Each  of  these  millions  of 
transactions  is  sensitive,  whether  it  is  the  processing  of  a routine  refund  return  or 
a compliance  contact.  The  impact  of  these  interactions  on  taxpayers  is  clearly  influ- 
enced by  the  way  in  which  the  IRS  performs  its  responsibilities.  There  are  also  a 
variety  of  issues  outside  the  IRS  control  which  influence  the  difficulty  or  ease  with 
which  these  interactions  occur.  The  economy,  for  example,  often  bears  directly  on 
the  ease  with  which  some  taxpayers  are  able  to  pay  the  tax  they  owe.  Likewise  the 
introduction  of  significant  tax  law  changes  frequently  challenges  some  taxpayers’ 
abilities  to  correctly  meet  their  tax  obligations.  Few  organizations,  public  or  private, 
perform  their  responsibilities  in  as  sensitive  an  environment  as  that  confronted 
daily  by  the  employees  of  the  Internal  Revenue  Service. 

One  of  the  true  strengths  of  the  United  States  “self  assessment”  system  is  that 
the  vast  majority  of  U.S.  taxpayers  file  their  returns  on  time  and  pay  the  tax  they 
owe.  These  taxpayers  account  for  the  83-85  percent  compliance  rate  that  exists 
today.  For  the  most  part,  the  contacts  between  these  taxpayers  and  the  IRS  involve 
receiving  the  forms,  assistance  and  education  required  to  maintain  their  compliance. 
Because  these  taxpayers  represent  the  backbone  of  our  system,  IRS  has  increasingly 
sought  to  offer  them  simpler  ways  of  filing,  paying  and  obtaining  assistance.  Like- 
wise in  the  case  of  taxpayers  who  may  owe  tax  but  strive  to  resolve  their  non-com- 
pliance, the  Service  has  significantly  expanded  its  ability  to  solve  problems  over  the 
telephone,  improved  the  tone  and  clarity  of  correspondence  it  sends  and  increased 
the  alternatives  available  to  resolve  tax  delinquencies.  In  addition  to  these  improve- 
ments, there  is  currently  underway  a major  effort  to  further  improve  the  customer 
service  effectiveness  of  the  IRS.  A group  of  front-line  employees  and  managers  from 
the  IRS,  Treasury  and  the  Vice  President’s  National  Performance  Review  staff  have 
spent  the  last  three  months  reviewing  virtually  every  aspect  of  customer  service  and 
will  next  month  present  a comprehensive  set  of  improvement  options. 

In  contrast  to  the  majority  of  compliant  taxpayers,  however,  are  those  people  who 
do  not  meet  their  tax  obligations.  Out  of  fairness  to  those  taxpayers  who  do,  the 
IRS  seeks  to  collect  overdue  taxes  from  those  who  have  not  voluntarily  filed  and 
paid. 

We  do  not  treat  all  who  have  not  complied  the  same.  The  type  of  IRS  contact  and 
the  enforcement  actions  we  use  depends  upon  the  willingness  and  ability  of  tax- 
payers to  correct  their  noncompliance. 

NONPAYMENT  OF  TAXES  OWED 

While  a minority  overall,  a significant  number  of  taxpayers  do  not  pay  the  full 
amount  of  taxes  owed.  At  the  end  of  FY  1996,  the  cumulative  unpaid  taxes  owed 
which  we  record  as  accounts  receivable  exceeded  $216  billion.  Payment  delinquency 
can  occur  for  a variety  of  reasons.  A taxpayer  may  file  a return  on  time  but  not 
pay  the  full  liability.  A taxpayer  may  make  a math  error  on  the  return  that  in- 
creases the  tax  liability.  In  addition,  examinations  and  matching  of  information  re- 
turns to  tax  returns  frequently  identify  a liability  which  is  not  fully  paid. 

The  first  contact  with  a taxpayer  who  owes  back  taxes  is  a notice  or  a “tax  bill” 
which  is  sent  to  all  taxpayers  who  owe.  Currently,  individual  taxpayers  who  owe 
can  receive  up  to  4 notices  issued  over  a 16  week  period  before  the  IRS  attempts 
to  contact  the  taxpayer  by  telephone  or  in  person.  Business  taxpayers  who  owe  can 
receive  up  to  2 notices  issued  over  6 weeks.  Recently,  these  notices  were  re-written 
in  clearer  language  so  that  taxpayers  would  be  able  to  easily  understand  what  they 
have  and  have  not  paid.  With  any  notice  of  a balance  due,  taxpayers  also  automati- 
cally receive  a publication  entitled  ‘Tour  Rights  As  a Taxpayer"  (Publication  1).  A 
publication  entitled  “Understanding  the  Collection  Process”  is  sent  with  the  final  no- 
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When  a taxpayer  does  not  respond  to  our  notices  by  filing  a delinquent  return, 
paying  the  full  amount  owed,  establishing  a payment  agreement  or  filing  an  offer 
in  compromise,  the  IRS  attempts  to  make  further  contact  with  the  taxpayer  either 
through  telephone  or  face-to-face  contact.  Upon  contact  with  the  taxpayer,  we  will 
try  to  work  with  the  taxpayer  to  resolve  the  nonfiling  and/or  the  delinquent  tax 
debt. 

In  addition  to  the  various  ways  in  which  arrangements  can  be  made  to  pay  delin- 
quent tax,  collection  personnel  can  determine,  at  any  step  in  the  process,  that  the 
tax  debt  is  not  currently  collectible  because  such  collection  would  result  in  a signifi- 
cant hardship.  A significant  hardship  may  occur  if  the  taxpayer  cannot  maintain  ne- 
cessities, such  as  food,  clothing,  shelter,  and  medical  treatment.  At  the  end  of  FY 
1996,  collection  personnel  determined  that  taxpayers  could  not  currently  pay  $29.2 
billion  of  the  $216  billion  in  accounts  receivable  due  to  hardship. 

If  we  cannot  contact  the  taxpayer,  or  the  taxpayer  is  unwilling  to  make  arrange- 
ments to  pay  or  unwilling  to  file  a delinquent  return,  we  utilize  enforcement  tools 
that  the  Congress  has  authorized.  In  the  case  of  nonpayment,  we  may  place  a lien 
or  levy  on  the  taxpayer’s  assets.  We  may  levy  against  wages,  funds  on  deposit  at 
a bank,  rental  income,  dividends,  demand  notes  or  securities.  Before  the  IRS  takes 
levy  action,  however,  we  must  send  the  taxpayer  a final  notice  of  intent  to  levy  at 
least  30  days  in  advance  of  the  levy.  We  may  give  this  notice  in  person,  leave  it 
at  the  taxpayer’s  dwelling  or  usual  place  of  business,  or  send  it  by  certified  or  reg- 
istered mail.  We  must  release  a levy  if:  the  amount  owed  is  paid  in  full;  documenta- 
tion is  provided  to  us  to  determine  that  releasing  the  levy  will  help  collect  the  tax; 
the  taxpayer  enters  into  an  approved,  current  installment  agreement  and  the  IRS 
and  the  taxpayer  have  agreed  to  release  the  levy;  or  the  levy  is  creating  an  economic 
hardship. 

In  appropriate  situations  and  usually  after  other  collection  actions  have  been  ex- 
hausted, the  seizure  and  sale  of  property  may  be  used  to  collect  delinquent  tax  debt. 
Among  other  rights,  a taxpayer  has  the  right  to  an  administrative  review  of  our  sei- 
zure action.  Before  selling  the  property,  public  notice  usually  appears  in  a news- 
paper in  the  county  where  the  sale  will  be  held.  The  original  notice  of  sale  is  person- 
ally delivered  to  the  taxpayer  or  sent  by  certified  mail.  We  must  wait  at  least  10 
days  after  giving  notice  before  conducting  the  sale.  Before  the  sale,  the  property  can 
be  released  if  the  taxpayer:  pays  the  amount  of  the  government’s  interest  in  the 
property;  enters  into  an  escrow  arrangement;  provides  an  acceptable  bond;  or  makes 
an  acceptable  agreement  for  payment  of  the  tax.  Taxpayers  can  “buy  back"  personal 
property  at  any  time  before  the  sale  by  paying  the  tax  due,  including  penalties  and 
interest,  and  paying  the  expenses  of  seizure.  Taxpayers  can  also  request  that  we  sell 
the  seized  property  within  60  days.  Seizure  of  a personal  residence  requires  the  ap- 
proval of  the  District  Director  and  taxpayers  have  180  days  to  redeem  their  personal 
residence  after  the  sale.  In  FY  1996,  $164.7  million  was  collected  from  approxi- 
mately 10,000  seizures.  Notably,  in  only  about  2500  of  these  seizures,  were  the  tax- 
payers’ assets  required  to  be  sold.  Over  the  past  5 years,  the  number  of  seizures 
nas  remained  fairly  constant — about  10,000  seizures  per  year.  Seizures  were  used 
in  less  than  0.2  percent  of  the  6.6  million  delinquent  cases  closed  in  FY  1996. 

In  those  cases  in  which  no  return  has  been  filed  despite  the  issuance  of  several 
requests  to  the  taxpayer,  our  enforcement  efforts  may  include  “substitute  for  return” 
assessments.  In  a “substitute  for  return”  assessment,  we  determine  the  taxpayer’s 
liability  based  on  available  third  party  information  and  write  to  the  taxpayer  pro- 
posing assessment  of  this  amount  unless  they  respond  by  filing  a correct  return;  by 
explaining  they  are  not  required  to  file  a return;  by  explaining  that  some  of  the  in- 
come reported  by  their  parties  is  not  their  income;  or  by  appealing  our  proposed  as- 
sessment. A taxpayer  can  appeal  the  proposed  assessment  within  the  IRS  through 
our  Appeals  Office.  Most  differences  can  be  settled  through  the  appeals  system  with- 
out expensive  and  time-consuming  court  trials.  If  the  matter  cannot  be  settled  to 
the  taxpayer’s  satisfaction  in  Appeals,  the  taxpayer  can  take  the  case  to  court.  If 
the  taxpayer  fails  to  respond  to  our  letter,  we  pursue  assessment  using  deficiency 
procedures. 


COLLECTION  APPEALS  PROCESS 

At  any  step  of  the  collection  process,  taxpayers  who  believe  that  they  have  been 
treated  unfairly  have  administrative  remedies  available  to  them.  Taxpayers  can  re- 
quest an  administrative  review  of  the  employee’s  actions  with  the  employee’s  man- 
ager. 

On  April  1,  1996,  the  IRS  put  into  place  additional  administrative  appeal  rights 
by  establishing  new  procedures  that  give  taxpayers  the  right  to  appeal  liens,  levies, 
and  seizures  proposed  by  the  IRS.  Also,  the  Taxpayer  Bill  of  Rights  2 required  the 
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public.  As  I said  earlier,  three  of  the  cases  submitted  to  the  Committee  staff  include 
mistakes  which  we  made.  I am  both  disturbed  and  sorry  for  how  our  failure  to  cor- 
rect these  mistakes  timely  has  disrupted  these  taxpayers’  lives.  While  I want  to 
apologize  for  the  frustration,  inconvenience,  and  hardship  caused  by  our  actions,  I 
also  want  to  commit  to  doing  everything  possible  to  see  that  other  taxpayers  do  not 
experience  what  these  taxpayers  experienced.  The  Service  does  take  these  situations 
seriously  and  we  do  want  instances  like  these  brought  to  our  attention, 

CONCLUSION 

Day  in  and  day  out,  our  employees  confront  a very  challenging  job.  In  the  vast 
majority  of  cases,  I believe  they  exercise  their  responsibilities  with  extreme  care  and 
concern  for  the  rights  of  taxpayers.  Through  their  efforts,  we  ensure  that  the  mil- 
lions of  Americans  who  willingly  meet  their  tax  obligations  are  required  to  pay  only 
their  fair  share.  Their  efforts  also  help  ensure  that  the  tax  revenues  contemplated 
by  our  tax  laws  are  collected  and  made  available  to  enable  our  nation  to  meet  its 
crucial  spending  and  deficit  management  objectives.  On  behalf  of  my  colleagues  at 
the  IRS,  I commit  to  you  a redoubled  effort  at  ensuring  that  we  exercise  our  respon- 
sibilities with  the  utmost  professionalism  and  respect  for  the  public  we  serve. 

Mr  Chairman,  that  concludes  my  remarks.  We  would  be  happy  to  answer  any 
questions. 

Attachments. 


I'll.  !<  N A I l{  I \ 
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^our  Rights  as  a.Taxpayer 


Declaration  of  Taxpay  er  Rights 


1.  Protection  of 
Your  Rights 

IRS  employees  will  explain  and 
protect  your  rights  as  a taxpayer 
throughout  your  contact  with  us. 


V.  Payment  of  Only  The 
Correct  Amount  of  Tax 

You  are  responsible  for  paying 
only  the  correct  amount  of  tax  due 
under  the  law— no  more,  no  less. 


The  first  part  of 
THIS  PUBLICATION 
-EXPLAINS  SOME  OF 
YOUR  MOST  IMPORTANT 
RIGHTS  AS  A TAXPAYER. 

The  second  part 

EXPLAINS  THE 
EXAMINATION,  APPEAL, 
COLLECTION,  AND 
REFUND  PROCESSES. 


II.  Privacy  and 
Confidentiality 

The  IRS  will  not  disclose  to  anyone 
the  information  you  give  us,  except 
as  authorized  by  law.  You  have  the 
right  to  know  why  we  are  asking 
you  for  information,  how  we  will 
use  it,  and  what  happens  if  you  do 
not  provide  requested  information. 

III.  Professional  and 
Courteous  Service 

If  you  believe  that  an  IRS 
employee  has  not  treated  you  in 
a professional  manner,  you  should 
tell  that  employee'9  supervisor.  If 
the  supervisor’s  response  is  not 
satisfactory,  you  should  write  to 
your  IRS  District  Director  or 
Service  Center  Director. 

IV.  Representation 

You  may  either  represent 
yourself,  or  with  proper  written 
authorization,  have  someone  else 
represent  you  in  your  place.  You 
can  have  someone  accompany 
you  at  an  interview.  You  may 
make  sound  recordings  of  any 
meetings  with  our  examination 
or  collection  personnel,  provided 
you  tell  us  in  writing  10  days 
before  the  meeting. 


VI.  Help  From 
The  Problem 
Resolution  Office 

Problem  Resolution  Officers 
can  help  you  with  unresolved 
tax  problems  and  can  offer  you 
special  help  if  you  have  a 
significant  hardship  as  a result 
of  a tax  problem.  For  more 
information,  write  to  the  Problem 
Resolution  Office  at  the  District 
Office  or  Service  Center  where 
you  have  the  problem,  or  call 
1-800-829-1040  (1-800-829-4059 
for  TDD  users). 

VII.  Appeals  and 
Judicial  Review 

If  you  disagree  with  us  about  the 
amount  of  your  tax  liability  or 
certain  collection  actions,  you 
have  the  right  to  ask  the  IRS 
Appeals  Office  to  review  your 
case.  You  may  also  ask  a court  to 
review  your  case. 

VIII.  Relief  From 
Certain  Penalties 

The  IRS  will  waive  penalties  when 
allowed  by  law  if  you  can  show 
you  acted  reasonably  and  in  good 
faith  or  relied  on  the  incorrect 
advice  of  an  IRS  employee. 
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Examinations,  Aitlai.s, 
Collections,  and  Rkeunds 


Examinations  (Audits) 

We  accept  most  taxpayer's  returns  as 
filed.  If  we  inquire  about  your  return 
or  select  it  for  examination,  it  does  not 
suggest  that  you  are  dishonest.  The 
inquiry  or  examination  may  or  may 
not  result  in  more  tax.  We  may  close 
your  case  without  change;  or.  you  may 
receive  a refund, 

By  Mail 

We  handle  many  examinations  and 
inquiries  by  mail.  We  will  send  you  a 
letter  with  either  a request  for  more 
information  or  a reason  why  we 
believe  a change  to  your  return  may  be 
needed.  Ifyou  give  us  the  requested 
information  or  provide  an  explanation, 
we  may  or  may  not  agree  with  you. 
and  we  will  explain  the  reasons  for 
any  changes.  Please  do  not  hesitate  to 
write  to  us  about  anything  you  do  not 
understand.  If  you  cannot  resolve  a 
question  through  the  mail,  you  can 
request  a personal  interview  with  an 
examiner. 

By  Interview 
If  we  notify  you  that  we  will  conduct 
your  examination  through  a personal 
interview,  or  you  request  such  an 
interview,  you  have  the  right  to  ask 
that  the  examination  take  place  at  a 
reasonable  time  and  place  that  is 
convenient  for  both  you  and  the  IRS. 

At  the  end  of  your  examination,  the 
examiner  will  give  you  a report  if 
there  are  any  proposed  changes  to 
your  tax  return.  If  you  do  not  agree 
with  the  report,  you  may  meet  with 
the  examiner’s  supervisor. 

Repeat  Examinations 

If  we  examined  your  tax  return  for  the 
same  items  in  either  of  the  2 previous 
yean  and  proposed  no  change  to  your 
tax  liability,  please  contact  us  as  soon 
as  possible  so  we  can  determine  if  we 
should  discontinue  the  repeat  exami- 
nation. Publication  556.  Examination 
of  Returns.  Appeal  Rights,  and  Claims 


for  Refund  will  gjve  you  more  infor- 
mation about  the  rules  and  procedures  ' 
of  an  IRS  examination. 

Appeals 

If  you  do  not  agree  with  the  examinees 
findings,  you  can  appeal  them  to  our 
Appeals  Office.  Most  differences  can 
be  settled  without  expensive  and 
time  consuming  court  trials.  Your 
appeal  rights  are  explained  in  detail 
in  Publication  5,  Appeal  Rights 
and  Preparation  of  Protests  for 
Unagreed  Cases. 

If  you  do  not  wish  to  use  our 
Appeals  Office  or  disagree  with  its 
findings,  you  can  take  your  case  to  the 
U.S.  Tax  Court,  U.S.  Court  of  Federal 
Claims,  or  the  U.S.  District  Court 
where  you  live.  If  the  court  agrees 
with  you  on  most  issues  in  your  case, 
and  finds  that  our  position  was  largely 
unjustified,  you  may  be  able  to  recover 
some  of  your  administrative  and 
litigation  costs.  You  will  not  be 
eligible  to  recover  these  costs  unless 
you  tried  to  resolve  your  case  adminis- 
tratively, including  going  through  our 
appeals  system,  and  you  gave  us  all 
the  information  necessary  to  resolve 
the  case. 

Collections 

Publication  594,  Understanding  The 
Collection  Process,  explains  your 
rights  and  responsibilities  regarding 
payment  of  federal  taxes.  It  is  divided 
into  several  sections  that  explain  the 
procedures  in  plain  language.  The 
sections  include: 

1 . When  you  have  not  paid  enough 
tax.  This  section  describes  tax  bills 
and  explains  what  to  do  if  you  think 
your  bill  is  wrong. 

2.  Making  arrangements  to  pay  your 
bill  This  coven  making  installment 
payments,  delaying  collection 
acuon.  and  submitting  an  offer 

in  compromise. 


3.  What  happeru  -when  you  take  no 
action  to  pay.  This  coven  liens, 
releasing  a lien,  levies,  releasing  a 
levy,  seizures  and  sales,  and  release 
of  property.  Publication  1660, 
Collection  Appeal  Rights  (for 
Liens,  Levies  and  Seizures), 
explains  your  rights  to  appeal  liens, 
levies  and  seizures  and  how  to 
request  these  appeals. 

Refunds 

You  may  file  a claim  for  refund  if  you 
think  you  paid  too  much  tax.  You  must 
generally  file  the  claim  within  3 years 
from  the  date  you  filed  your  return  or 
2 years  from  the  date  you  paid  the  tax. 
whichever  is  later.  The  law  generally 
provides  for  interest  on  your  refund  if 
it  is  not  paid  within  45  days  of  the 
dare  you  filed  your  return  or  claim  for 
refund.  Publication  556,  Examination 
of  Returns,  Appeal  Rights,  and  Claims 
for  Refund  has  more  informaaon 
on  refunds- 


Tax  Information 

The  IRS  provides  a great  deal  of 
free  information.  The  following  ire 
sources  for  forms,  publications  and 
additional  informaaon:.. 

• Tax  Information: 
1-800-829-1040 

• Forms  and  Publications: 
1-800-829-3676 
(1-800-829-4059  for  TDD  users) 

• IRS  FAX  Forms:  From  your 
FAX  machine  dial  703-487-4160 

• Internet:  World  Wide  Web  - 
http://www.in.us  treas.gov 
FTP  * ftp.in.ustreas.gov 
Telnet  • iris.tn.uscreas.gov 
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Publication  594 

Understanding 
The  Collection 
Process 


Mission 

The  purpose  of  the  Internal 
Revenue  Service  is  to  collect 
• the  proper  amount  of  tax 
* revenue  at  the  least  cost; 
serve  the  public  by 
continually  improving  the 
quality  of  our  products  and 
services;  and  perform  in  a 
manner  warranting  the 
highest  degree  of  public 
confidence  in  our  integrity, 
efficiency  and  fairness. 


Existe  una  version  de  esta 
publicacidn  en  tspahol,  la 
Publicacion  594S,  que  puede  obtener 
en  la  oficina  local  del  Senncio  de 
Impuestos  Intemos 


g*p.  ras  pubugahon 
FOR  A REFERENCE 


Department  of  the  Treasury 
Internal  Revenue  Service 
Publication  594  (R8v.  7-97) 
Catalog  Number  46596B 


Introduction 

This  puWcabon  explains  your  rights  and 
fsspawibifities  reyanMng  payment  of 
rederaf  tax.  This  information  applies  to 
an  taxpayers,  inducing  intftviduals  who 
owe  income  tax  and  taxpayers  who  owe 
ttityoymetn  tax.  Special  rules  that  apply 
only  to  employers  are  covered  in 
separate  sections  of  this  publication. 

Although  this  publication  discusses  the 
legal  authority  that  allows  the  Internal 
.Revenue  Service  (IRS)  to  collect  taxes,  ft 
s not  intended  as  a precise  and  technical 
analysts  of  the  law. 

Do  not  ifnart  your  tax  bill  If  you 
owe  the  tax  shown  on  a bill,  you  should 
make  arrangements  to  pay  it.  if  you 
believe  it  is  incorrect,  contact  the  IRS 
immediately  to  suspend  action  until  the 
mistake  is  corrected.  See  the  following 
discussion  titled  ’If  you  believe  your  bill 
s wrong.*  on  page  3. 

Important  reminder  about  child 

tuppon.  By  law.  the  IRS  can  collect 
certified  child  support  obligations  The 
collection  and  payment  of  these  debts 
with  certain  exceptions,  follow  the  same 
process  as  the  collection  of  unpaid 
taxes. 


Highlights 

The  answers  to  die  following  questions 
are  found  in  this  publication.  After  each 
Question,  you  wilt  find  the  appropriate 
heading  where  the  topic  is  explained. 
These  commonly-asked  questions  relate 
to  the  bill  you  received  for  your  unpaid 


• What  if  | disagree  with  the  amount  of 
tax  that  IRS  says  I owe? 

See  *ff  you  believe  your  bill  is  wrong,’ 
on  page  3. 

• 'ft??1 « the  best  way  to  contact  the 
IRS  and  explain  my  situation  (why  | 
haven’t  paid)? 

See  'Numbers  to  Call  for  Assistance  * 
on  this  page. 

• What  do  i do  if  l disagree  with  the  IRS 
employee  and  want  to  appeal? 

See  *When  you  do  not  agree  with 
decisions  of  IRS  employees.*  on  page 


What  are  my  rights  to  appeal  if  I 
disagree  with  an  IRS  decision? 

See  "When  you  do  not  agree  with 
decisions  of  IRS  employees,* 
"Administrative  review.*  and  "Your 
Appeal  Rights.*  on  pages  2. 7.  and  8. 

I have  tried  to  get  the  IRS  to  resotve 
my  tax  problems  but  can't. 

See  'Problem  Resolution  Program," 
On  page  2. 


• Can  I make  monthly  payments  on  my 

account?  1 

See  "Making  installment  payments 
torindMdiais  or  businesses.*  and 
'Simplified  installment  agreements* 
on  page  3. 


• Can  I settle  my  tax  account  for  less 

man  what  I owe? 

See  ’Offer  in  Compromise,*  on  page 

• What  if;  I can  t pay  any  imunV  Will 
you  take  money  out  of  my  wages? 

See  "What  Happens  When  You  Take 
No  Action  to  Pay,*  and  ’Levy  on 
mqtt.*  on  pages  5 and  6. 

• Can  I postpone  paying  my  taxes  until 

my  financial  condition  improves? 

See  "Oebying  collection  if  you 
cannot  pay.’  on  page  3. 


• I'm  an  employer  What  happens  if  I 
cannot  pay  my  employment  taxes? 

See  “What  Happens  When  You  Take 
No  Action  to  Pay,*  and  Trust  FUnd 
Recovery  Penalty  Assessments  for 
Employers."  on  pages  5 and  8 

• How  do  I make  a tax  deposit  if  I do 
not  have  tax  deposit  coupons  for 
employment  taxes? 

See  ’Paying  employment  taxes.’  on 

page  4. 


• What  happens  to  my  tax  refund  rf  I 

owe  taxes  for  prior  yean? 

See  ‘If  your  current  Federal  and  Star, 
tax  return  shows  a tax  refund  and 
you  owe  back  taxes.*  on  page  4. 

• Ooes  owing  taxes  have  an  effect  on 
my  credit? 

See  *Uen.*  on  page  5. 


Numbers  to  Call 

Tax  Information  & Assistance 
Call  Specific  number  if  listed, 
otherwise  call  toll  free 
t -800-829-1 040 
(1-800-829-4059  for  TDO  users) 
Tax  Forms  and  Publications 
1*800-829-3676 
(1-800-829-4059  for  TOO  users  ; 

FAX:  703-487-4160 


Internet:  Worfd  Wide  Web- 
httpy/www.irs.ustreas.gov 
FTP-ftp.irs.ustreas  gov 
Telnet-iris.irs.ustreas.gov 
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(►  WJioi  do  I do  if  l 
disagree  with  an  IRS 
employe's  decision  and 
want  to  appeal* 

Set  'When  you  do  not 
agree  with  decisions 
of  IRS  employees’ 


How  can  I hove  my  case 
transferred  to  another 
IRS  office? 

See  ’Transferring  the. 
locahori  of  your  tax 
case-’ 


How  can  I get  help  on 
unresolved  tax 
problems? 

Set  ’Problem 
Resolution  Program  ’ 


Your  Rights 

When  doing  with  the  IRS.  you  havt  the  right  to  be 
treated  ta*ty.  professionally.  promptly.  and- 
courteously  by  IRS  employees. 

Publication  /,  Tour  Right*  As  A Taxpayer.  This 
pubricattxi  explains  some  of  your  most  mportant 
rights  as  a taxpayer.  It  abo  explains  the  Examination, 
Appeal.  Collection  and  Refund  processes. 

You  received  a copy  of  Publication  1 with  your  initial 
txk,  which  B also  caVd  a 'NoXe  of  Tax  Due  and 
Dtmand  lor  Payment  'You  may  also  request  a copy 
ol  Publication  1 from  in  iRS  employee  at  or  before 
your  first  in-person  interview  with  an  IRS  employee. 

^ When  you  do  not  ogre*  with  decisions  of  IRS 
employees.  If  at  any  step  of  the  Collection  process 
you  do  not  agree  with  the  decision  of  an  IRS 
employee,  you  have  the  right  to  an  administrative 
review  with  the  employee's  manager.  You  also  have  a 
right  to  appeal  many  coflection  actions  including 
Liens,  Levies  and  Seizures  to  the  Appeals  Office  and 
effective  January  1997  the  termination  of  installment 
agreements.  At  your  request  the  employee  win  either 
arrange  for  you  to  meet  with  toe  manager  or  tm  you 
the  manager’s  name  and  where  to  contact  him  or  her. 
Publication  i860.  Collection  Appeal  Rights  for  Liens. 
Levies,  Seizures,  and  installment  Agreements!, 
explains  how  to  request  an  appeal  and  your  rights  to 
appeal  liens,  levies,  secures,  and  termination  of 
installment  agreements. 

Innocent  Spouse  Provision.  Under  certain 
orcumstances.  you  may  not  be  liable  for  the  tax. 
interest,  and  penalties  on  a joint  income  tax  return. 
Through  facts  and  circumstances,  you  must  be  able  to 
establish  that  you  did  not  know.  and  had  no  reason  to 
know,  that  your  spouse  substantially  understated  the 
amount  of  tax  due.  There  are  ceitten  dollar  limitations 
and  «her  ciriteria  which  must  be  met  For  Additional 
information,  see  Pubtation  17,  Your  federal  Income 
Tix  Publication  501,  Exemptions.  Standard 
Deduction . sod  ffina  InfamtiorL  Publication  504, 
Divorced  or  Seoarted  IntfMdua/s.  and  Publication  556, 
Examination  of  Returns.  Aooa/  /Holds  MfOiatA I 
Refund. 

Who  can  represent  you  in  IRS  matters.  You 

may  represent  you  reed  or  you  may  have  an  attorney, 
certified  public  accountant,  enrolled  agent  or  any 
person  enrolled  to  practice  before  the  Internal 
Revenue  Service  represent  you.  for  example  you  may 
want  your  tax  preparer  to  respond  to  a tax  billthat  you 
believe  is  not  correct 

To  authorize  another  person  to  have  access  to  your 
Federal  tax  information,  you  can  use  form  2646. 

Power  of  Attorney  and  Declaration  of  Representative. 
or  Form  8821 . Tax  Information  Authorization,  or  any 
other  property  written  power  of  attorney  or 
authorization.  You  can  get  copies  of  these  forms  from 
your  local  IRS  office  or  tiy  calling  the  toll-free  number 
shown  on  page  t. 

Shoring  your  tax  information.  Under  the  law.  we 
can  share  your  tax  ^formation  with  city  and  state  tax 
agencies,  and  in  some  cases,  the  Department  of 
Justice,  other  federal  jgenbes.  and  persons  you 
authorize.  We  can  also  share  it  with  certain  foreign 
governments  under  tax  treaty  provisions. 
Transferring  the  location  of  your  tax  ease.  YOU 

have  the  nght  to  request  that  we  transfer  your  tax  case 
to  another  IAS  office.  Generally,  we  wiH  transfer  your 
case  if  you  have  a valid  reason  for  making  the  request 
such  as  a change  of  address 
II  you  move,  send  Fomn  8822.  Change  of  Address,  to  any 
IRS  office,  so  you  will  receive  any  notices  sent  to  you. 


Retaining  r**ipe$  for  potyme^  you  wuade  to 
IRS.  IRS  must  prvnde  yog  with  a receipt  (Form  809) 
when  you  pay  in  cash.  You  have  the  right  to  ask  for  and 
recent  i receipt  for  al  payments  you  make.  You  should 
ask  for  i receett  at  the  time  you  make  a payment  You 
also  h*re  the  right  to  recove  copies  or  confirmation  of 
al  contractual  arrangements  (such  as  an  instalment 
agreement)  that  you  make  with  us. 

► Problem  Resolution  Program  (PRP) 

PRP  is  a program  designed  to  help  taxpayers  who  have 
been  unable  to  resotve  their  tax  probtems  after  repeated 
attempts  to  do  so  with  another  fRS  department 
Before  cortactrg  PRP.  you  should  fra  request  assistance 
from  an  vnpfoyee  or  manager  in  an  IRS  Dotation  office. « 
the  problem  is  s*  not  resoered.  you  should  contact  your 
local  IRS  dstrict  office  and  ask  for  PRP. 

PRP  provides  an  avenue  to  hefo  resolve  your  problem  when 
you  befiwt  that  1)  your  account  information  is  incorrect  2) 
a siprfcartt  matter  or  went  is  not  beirg  considered  inyouf 
case,  or  3)  your  rights  as  a taxpayer  have  been  vwtatod. 

If  you  suffer  « significant  hardship.  If  you  have 

or  are  about  to  have  a significant  hardship  because  ol 
the  collection  ol  your  tax  debt  additional  assistance  is 
available.  A significant  hardship  may  occur  if  you 
cannot  maintain  necessities  such  as  food,  clothing, 
shelter,  transportation,  and  medical  treatment 
To  apply  for  refief,  you  can  submit  Form  911. 

Apptiatbcn  for  Taxpayer  Assistance  Order  (ATAO)  to 
Relieve  Hardship,  or  contact  the  district  Taxpayer 
Advocate's  office  if  (be  employee  assigned  to  your  case 
cannot  or  wiH  not  take  action  to  relieve  your  hardship. 
Any  IRS  employee  can  help  you  apply  for  ATAO 
handling.  We  can  help  you  obtain  and  complete  the 
form,  taka  the  information  by  telephone,  or  you  can 
contact  the  iSstitet  Taxpayer  Advocate's  office  in  order 
to  obtain  and  complete  the  form  and  submit  it  to  PRP. 
The  Taxpayer  Advocate  or  a Otetrict  Taxpayer  Advocate 
will  review  your  application  and  If  appropriate,  take 
steps  to  relieve  your  hardship. 

When  You  Have  Not  Paid 
Enough  Tax 

If  you  do  not  pay  the  fuU  amount  of  tax  you  owe.  you 
will  receive  a tax  ML  This  Mi  begins  the  collection 
process  The  length  of  the  process  depends  on  how 
soon  you  respond  and  pay  the  bill.  We  encourage  you 
to  pay  your  M by  check  or  money  order 
Understanding  your  tax  bill  When  you  fie  your 

tax  return  with  the  i AS,  wt  check  it  to  make  sure  the 
math  is  accurate  and  to  see  if  you  have  paid  the  correct 
amount  of  tax.  if  you  owe  tax  and  have  not  paid  all  of  it 
we  wiH  send  you  a bin  which  is  called  a Notice  of  Tax 
Dve  and  Demand  for  Payment  The  bill  wiS  include  the 
tax  due.  plus  penalties  and  interest  that  we  have 
charged  on  the  unpaid  balance  of  your  account  from  tor 
date  you  should  have  pad  your  taxes. 

What  you  can  do  to  avoid  hoeing  overdue  taxes 

If  you  owe  ores  because  not  enough  tax  was  withheld 
from  your  wages,  you  should  fie  a new  Form  W-4. 
Employee's  Withholding  Allowance  Certificate,  with 
your  employees)  to  claim  a lower  number  of 
withholding  allowances.  It  you  need  help  computing  the 
correct  number  of  withholding  allowances,  see 
Publication  919.  Is  My  WfthhoktmQ  Correct? 

If  you  are  self-employed  and  owe  tax.  you  should 
increase  your  estimated  tax  payments.  These  payments 
are  explained  in  Publication  505.  Tax  Withholding  and 
■ Estimated  Tax;  and  are  reported  on  Form  1 WOES. 
Estimated  Tax  for  Indrbrhofs 


If  you  are  an  efoptoyw,  see  'Paying  employment  taxes/ 
discussed  on  ptje  4 of  this  publication.  For  other  types  of 
taxes,  see  (fn  tax  nstruction  booklet  thx  was  mated  with 

your  tax  forms. 

If  you  believe  your  bill  is  wremg.  ff  JfoU  ttefem  VO UTbdl 

is  wrong,  please  let  us  tauwr,  as  soon  as  posgUe,  by  cafing 
the  telephone  number  identified  on  the  Ml  or  by  writing  to  the 
IRS  office  that  sent  you  this  b*.  You  may  atso  cal  the  IRS  or 
visrt  the  IRS  office  nearest  you. 

To  help  us  correct  the  problem,  please  include  in  your 
correspondence  explaining  the  problem:  1 ) a copy  of  the  bdJ 
and  2)  copies  of  any  records,  canceled  checks,  etc,  that  win 
help  us  understand  what  you  believe  is  wrong. 

Here  is  a sample  format  you  can  use  for  a letter 
Dale 

Internal  Revenue  Service  t 

Address 

• Your  name,  address,  and  daytime  telephone 
number. 

• Taxpayer  identification  number  (social  security 
number  or  employer  identification  number)  as  stated 
on  bid 

• Tax  form  hui^V  asVti^  'ori  W.  

• Tax  period  as  stated  on  bat. 

State  your  reason(s)  why  you  befieve  your  bfll  is  wrong. 
Endow  copies  of  any  information  supporting  your 
statement  such  as  copies  of  canceled  checks  or  a copy  of 
your  tax  return  and  a copy  of  the  tax  W, 

Your  signature 

If  we  find  that  you  are  correct  we  wj*  *fjust  your  «courrt, 
and  if  necessary,  we  wil  send  you  a corrected  bin. 

Making  Arrangements  to 
Pay  Your  Bill 

This  section  explains  what  happens  ff  you  are  unable  to  pay 
your  bi  in  full.  AH  taxpayers  are  expected  to  pay  their  taxes  in 
fuU;  however,  if  you  cannot  pay  your  tax  bil  in  fufl,  we  wHl 
analyze  your  ability  to  pay  and  then  by  to  find  the  best  way 
for  you  to  pay  the  WL 

We  wa  consider  different  methods  of  payment  such  as 
paying  in  installments. 

Note:  The  first  part  of  this  section  appSes  primarily  to 
individuals.  However,  marry  of  the  procedures  atw  ippty  to 
employers.  The  last  part  of  this  section  explains  the  rules  that 
apply  only  to  employers  and  payment  of  employment  taxes 
When  you  pay  your  tax  Ml  or  send  us  correspondence, 
please  do  the  foflowtog; 

1)  Include  a copy  of  the  most  recent  tax  6», 

2)  Identify  the  tax  form  number,  the  tax  year  or  period,  and 
your  taxpayer  identification  number,  as  shown  on  your  bid, 
in  all  your  correspondence  with  us. 

3)  Also,  write  your  taxpayer  identification  number  (social 
security  number  or  employer  identification  number,  as 
appropriate)  on  your  check,  and 

4)  Endow  your  payment  if  you  owe  tax 

If  you  can  pay  only  port  of  your  bill  If  you  Carnot  pay 
your  bifl  in  fuH.  you  should  pay  as  much  as  you  can  and 
immediately  call  us.  write  us.  orvtat  your  nearest  IRS  office 
to  explain  your  circumstances.  Whenever  you  write,  be  sun 
to  endow  a copy  of  your  tax  b«  and  on  your  letter,  print  your 
name,  taxpayer  identification  number,  and  the  tax  form  and 
period  shown  on  your  b«. 

After  we  receive  your  explanation,  we  will  try  to  find  the  best 
way  for  you  to  pay  your  tax  Wl. 


1)  Wt  may  ask  jrou  to  complete  a Coladfon 
information  Statement.  Wi  use  this  form  to 
review  your  flrancai  condition  to  detemwie  bow 
you  can  pay  toe  amount  due. 

2)  We  can  ask  you  to  sel  or  mortgage  any  assets  to 
secure  funds  to  oav  the  tores 

3)  We  w*  ask  you  to  secure  a commerdN  loan  if  we 
determine  that  you  are  abte  to  do  so.  A benefit  of 
oCttring  a loan  Is  that  you  wil  avoid  penalties 
and  interest  that  wt  Wi  continue  charge  on 
your  unpaid  balance  until  all  tax.  penalties,  and 
interest  are  paid. 

4)  We  may  take  enforced  collerton  action,  such  as 
issue  a levy  on  your  bank  account  levy  your 
wages,  or  late  your  other  income  or  assets  if  you 
rwgied  or  refuse  to  pay  or  make  other 
arrangements  to  satisfy  your  brii  in  fuf. 


► What  iff  disagree  with 
the  amount  cf  tax  that 
fRS  says  I owe? 

See  Tf  you  believe  your 
bill  is  wrong.’ 


Can  I make  menthly 
payments  on  my 
account? 


Making  installment  payments  for 
individuals  or  businesses.  W«  wifi  help  you 

complete  I Collection  Information  Statement.  Form 
433A  or  433F  for  irefividuals,  or  Form  433B.  for 
businesses.  We  use  these  forms  to  hefp  us  compare 
your  monthly  income  with  your  expenses, 
determine  if  you  quafify  for  an  installment 
agreement,  and  the  amount  you  can  pay. 

You  can  use  these  methods  to  make  installment 
payment* 

1)  Personal  checks,  business  checks,  money  orders, 
or  certified  funds, 

2)  Payrol  deductions  that  your  employer  agrees  fo 
take  from  your  salary  and  send  to  the  IRS  in 
regular  payments,  or 

3)  Ekctronic  transfers  from  your  bank  account  or 
other  similar  means. 


See  "Making 
installment 
payments  for 
individuals  or 
businesses,"  and 
"Simplified  installment 
agreements." 


If  you  havt  an  instaifment  agreement,  you  must 
make  each  payment  on  time.  If  you  cannot  pay  on 
Bme.  let  us  know  why  immediately. 

Caution:  Yqu  wi*  be  charged  a tee  if  your 
installment  agreement  is  approved  or  needs  to  be 
reinstated.  Abo,  whit  you  are  making  instalment 
payments.  w«  wi  continue  to  charge  your  account 
with  interest  and  penalties  on  the  unpaid  balance  of 
toes  you  owe  plus  interest  on  the  unpaid  balance  of 
pena/ties  and  interest  you  owe. 

Other  actions  that  we  may  take  include: 

• fifing  a Notice  of  Federal  Tax  Lien  to  secure  the 
Government's  interest  until  you  make  the  final  • 
paymert  (See  the  section  on  "Liens'  on  pages  5- 
£)■ 

• Requring  you  to  provide  current  information  on 
your  financial  concfition  to  determine  any  change 
in  your  ibiity  to  pay.  and 

• Ending  toe  instaflment  agreement  if  you  do  not 
provide  financial  irformation  when  requested  or  if 
you  do  not  meet  the  terms  of  the  agreement, 
such  as  paying  late,  trussing  a payment,  or  not 
»ng  or  paying  a*  required  tax  returns.  If  this 
happens,  we  may  take  enforced  collection  action. 
See  "What  Happens  When  You  Tike  No  Action 
To  Pay.*  on  page  5. 

Note:  Beause  your  agreement  is  based  on  your 
financial  circumstances,  it  could  change.  However, 
you  wi  receive  a letter  30  days  in  ahance  of  any 
change  we  would  make  to  your  plan. 


Simplified  Installment  agreements.  A 

simplified  process  rates  many  taxpayers  to  quafify 
for  a stieamined  bailment  agreemert  in  most  cases, 
applying  reqwes  fttle  p**fwork  and  a Federal  tax  fen 
m^  not  be  cequirei  To  apply,  cal  or  vtat  your  local 
IRS  office  for  detab  about  completing  Form  9465, 
Instalment  Agreement  Request 
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Coa  I postpone  paying 

my  taxes  until  my 
financial  condition 
improves? 

See*Dtlaying 

coUtcbon 

if  you  cannot  pay* 


(►  Can  l stale  my  tax 
account  for  less  than 
what  I owe? 

See  'Offer  in 
Compromise.* 


£>  How  do  I makeatax 
deposit  if  I do  not 
hoot  tax  deposit 
coupons  for 
employment  taxes? 

St*  Toying  employment 

taxes.* 


\ Delaying  collection  if  you  cannot  pay.  II  we 
toenTww  lb*  you  carrot  pay  any  amount  of  ax 
debt,  we  may  temporarily  defy  coflectjon  until your 
financial  condition  improves.  If  we  Petty  cofcctiori.  Ok 
amount  of  your  debt  **  increase  beaus*  we  w* 
continue  to  charge  » penally  tor  hfe  payment  and 
mures!  on  your  6ett_  During  a 04*f.  wt  •*&  w** 
yoor  aftfity  to  pay  . We  may  also  fitt  a Note*  ol  Federal 
Tax  lien  (explained  on  page  5)  to  protect  toe 
Government's  interest  m your  assets  and  send  you  a 
reminder  to  pay. 

If  your  current  Federal  and  State  tax  return 
i h«u>*  a tax  refund  and  you  ou m book  tax**-  If 
you  are  emitted  to  recawe  a tax  refund  while  you  still 
owe  unpaid  taxes,  we  will  automatically  apply  the 
refund  to  pay  the  unpaid  tax  debt  and  refund  the 
remaining  balance  to  you. 

If  you  are  bankrupt.  If  you  are  involved  in  an 
ongoing  bankruptcy  proceeding,  contact  your  local  ^ 
IRS  office  While  the  banknjptcy  proceedmg  may  not  V 

eliminate  yow  tax  debt,  it  will  temporary  stop  IRS 
enforcement  action  to  collect  a debt  related  to  the 
bankruptcy. 

b Offer  (i»  Compromise.  The  Service  may  accept  an 

offer  in  compromise  to  settle  unpaid  tax  accounts  for 

less  than  the  full  amount  of  the  balance  due  when  the 

facts  support  the  litthocd  that  the  Service  win  be 
unable  to  collect  the  debt  in  ful.  This  appfies  to  all 

taxes,  mduding  any  interest  and  penalty  or  additional 
amounts).  arising  under  the  Internal  Revenue  laws. 

The  amount  you  otter  must  reflect  your  maximum 
ability  to  pay.  taking  into  consideration  the  total  value 
of  your  equity  in  all  yoor  assets  and  future  income. 

Sow  to  fU*  an  Offer  In  Compromim.  YOU  ttrt  flet 
Form  658,  Offer  In  Compromise,  and  form  433A, 
Collection  Information  StittmM  for  Individuals. 
Publication  1854,  Howto  Prepare  a Co»ectioo 
information  statement  (Form  433A),  or  form  4330. 
Codecbon  Information  Statement  for  Business,  plus 
additional  information  regarding  the  f#ng  procedure, 
at  any  IRS  office.  You  may  also  cal  the  toll-free 
numbers  feted  on  page  1 for  assistance  or  to  receive 
tax  tarns  or  puWicetions. 

Additional  Payment 
Procedures  for  Employers 
Throughout  this  publication.  we  win  refer  to 
Employer's  Quarterly  federal  Taxes  as  employment 
taxes.  This  tax  is  reported  on  form  941.  Employer's 
Quarterly  Tax  Return.  Form  940.  employer's  Annual 
Federal  Unemployment  Tax  Return,  is  used  by 
employers  to  report  Federal  unemployment  tax 
Note:  If  your  business  receives  funds  from  the  Small 
Business  Administration  or  a Small  Business 
investment  Company,  you  should  notify  that 
organization  about  your  unpaid  taxes. 

General  information.  Employment  taxes  3/*: 

• The  amounts  you  withhold  from  your  employees  for 

income  tax  and  social  security  tax  plus 

• The  amount  ol  social  security  tax  you  pay  as  an 
employer  on  behalf  of  each  employee. 


totie  cr  no  evidence  of  cooperation.  We  make  this 
drstinrion  because  we  believe  that  taxpayers  who  arr 
making  an  effort  to  compty  should  be  given  an 
opportunity  to  resofce  their  btt,  over  a short  period  c 
time. 

On  the  other  hand,  we  beieve  that  "repeater' or 
‘chronic  dtinquent"  trust  tax}  cases  require  a swift 
and  decisive  IRS  response  tor  the  tatowmg  reasons 

1) TheUxpaytr  (employer)  is  using  “trust  fund’ 
monies  as  operating  capital  and  thereby  gams  an 
unfair  competitive  advantage  over  other  business* 
who  are  complying,  and 

2)  The  taxpayer  has  been  warned  and  yet  con ttnues : 
divert  the  trust  hind’  monies. 

Caution:  The  amount  owed  can  increase  dramatical', 
if  the  taxpayer  ignores  the  federal  tax  deposit  ana/or 
filing  requirements,  thus  making  it  increasingly  drffic 
to  recover  from  the  tax  debt 
Paying  employment  taxes.  In  general,  you  must 
deposit  your  taxes  directly  to  the  Federal  Reserve  3s 
in  your  area  or  to  an  authorized  financial  institution. 
Electronic  Fund * Transfer.  Some  taxpayers  are 
required  to  deposit  by  electronic  funds  transfer,  if  yc 
are  sub  feet  to  this  requirement,  you  must  make 
electron*  deposits  for  al  depository  Ux  liabilities  th. 
occur  after  December  31. 1997  or  be  subject  to  a 
penalty,  if  you  were  required  to  make  deposits  by 
electronic  hinds  transfer  in  prior  years,  continue  to  c 
so. 

To  make  electronic  deposits,  you  need  to  use  the 
Electronic  federal  Tax  Payment  System  (EfTPS).  W 
EFTPS.  deposits  can  be  made  by  ACH  debit  using  a 
telephone  or  personal  computer  or  by  mbating  an  F 
credit  payment  through  your  financial  institution. 

Instructions  tor  making  payments  are  in  the  Paymei 
Instruction  Booklet  that  you  receive  when  you  enroi 
EFTPS.  EfTPS  changes  the  method  of  paying  t»es- 
not  the  date  payments  are  due  or  the  imoums  owe 
If  you  are  not  required  to  make  electronic  deposits, 
you  can  voluntarily  participate  in  EFTPS.  For 
wormition  on  EFTPS.  cal  1-800-945^400  or 
1 -800-555-4477.  (These  numbers  are  for  EFTPS 
information  only.) 

Federal  Tax  Depoeit  (FID)  Coupon.  H you  dc 
not  make  deposes  by  electronic  funds  transfer,  use 
Form  8109.  FTD  Coupon,  ff  any  of  the  preprinted 
'tntormation  on  your  form  8109  is  tTiCOtrecL  tato*  ' 
instructions  to  the  coupon  book  for  correcting  it  Ma 
your  deposits  directly  to  the  Federal  Reserve  Bank  x 
your  area  or  to  any  financial  institution  authorized  tc 
accept  Federal  tax  deposits. 

Reordering  forms.  The  IRS  wil  keep  track  of  tr 
number  of  FTD  coupons  you  use  and  wfl  automatic 
send  you  addition  coupons  when  you  need  them,  if 

you  do  not  receive  your  resuppbr  of  FTD  coupons,  c 

1 400-829- 1040,  or  wsit  the  IRS  and  request  Form 
8109-8.  Federal  Tax  Deposit  Coupon. 

Caution:  Penalties  may  apply  it  you  make  deposits ; 
an  unauthorized  financial  institution  or  pay  direct^ : 
the  IRS-  Penalties  may  also  apply  A you  are  required 
riMwrcii  bv  eitctromc  funds  vans  and  you  do  not  us 


Although  your  bill  includes  al  of  the  amounts  above, 
me  amounts  that  you  have  withheld  from  your 
employee's  earnings  are  referred  to  as  trust  fund 
taxes ' They  are  called  Trust  fund  taxes'  because  they 
are  actually  the  employee's  money  which  you  hold  in 
trust  until  you  make  a Federal  tax  deposit  in  that 
amount. 

Degree  of  taxpayer  cooperation.  When  we 
collect  these  unpaid  taxes,  we  distinguish  between 
;hose  taxpayers  who  show  a sincere  effort  to  meet 
their  tax  obligations  and  those  taxpayers  who  show 


EFTPS. 

More  information  on  Depositing  Taxes.  For 

more  information  about  making  federal  tax  deposits 
obtain  a copy  of  Circular  E.  Employer's  Tax  Guide, 
from  any  IR5  office. 

More  information  on  Form  8109.  fot  more 
information  about  making  federal  tax  deposits,  you  c 
obtain  a copy  of  Circular  Employer' s Tax  Guide,  o 
Notice  109.  Information  About  OepoztW  Employrr. 
and  Excise  Taxes,  from  any  IRS  office 


- If  you  do  not  deposit  taxes  on  time.  If  you  do  not 
bmety  pre-pay  your  tax  using  depose  coupons  or  if  you 
were  not  required  to  make  any  deposit  anrVor  did  not 
include  your  payment  when  you  filed  yoor  return,  we  wil 
charge  you  interest  and  penalties  on  any  unpaid  balance. 
We  may  charge  you  penalties  tor  not  depositing 
employment  taxes  timely  up  to  15%  of  the  amount  not 
deposited,  depending  upon  how  many  days  tats  you  make 
the  deposit. 

ft  you  do  not  pay  withheld  trust  fund  taxes,  we  may  take 
additional  collection  action. 

• We  can  require  you  to  file  and  pay  your  taxes  on  a 
monthly  rather  than  quarterly  basis. 

• We  can  also  require  you  to  open  a special  bank  account 
and  deposit  the  amounts  required  to  be  withheld  within 
two  banking  days  after  you  pay  wages  to  your 
employees.  If.  after  you  are  required  to  do  so.  you  do 
not  open  a special  account  and  make  timely  deposits, 
you  may  be  found  guilty  of  a misdemeanor. 

t>  What  Happens  When  You 
Take  No  Action  to  Pay 

You  will  riot  need  to  read  this  section  if  you  have  already 
paid  your  tax.  Please  note  that  before  we  take  any  of  the 
actions  explained  in  this  section,  wt  try  to  contact  you  and 
give  you  the  opportunity  to  pay  voluntarily 
If  you  do  not  take  some  action  to  pay  your  tax  bill,  we  may 
take  any  qf  the  following  actions: 

• File  a Notice  of  Federal  Tax  lien, 

• Serve  a Notice  of  Levy, 

• Seus  and  sell  your  property  (personal,  real  estate,  and 
business  property). 

• Notify  payers  of  your  interest  and  dividend  income  to 
begin  backup  withholding,  or 

« Assess  a trust  fund  recovery  penalty,  if  you  owe 
employment  taxes.  (See  Trust  Fund  Recovery  Penalty 
Assessments  for  Employers,’  discussed  on  page  8). 
Some  of  these  actions  are  referred  to  as  “enforced 
cofiection  actions'  because  they  are  the  means  by  which 
the  IRS  can  enforce  the  notice  and  demand  for  tax. 

£>  Lien 

This  section  gives  information  to  help  you  understand  what 
a lien  is.  how  it  affects  your  credit  rating,  and  how  it  is 
released. 

Before  the  IRS  files  a Notice  of  Federal  Tax  Lien,  three 
requirements  must  bemet  * 

1)  The  IRS  must  assess  the  liability. 

2)  The  IRS  must  send  you  a notice  and  demand  tor 
payment,  and 

3)  You  must  neglect  or  refuse  to  fuBy  pay  the  labrirty  within 
1 0 days  of  notice  and  demand.  Entering  into  an 
installment  agreement  does  not  predude  the  filing  of  a 
notice  of  lien. 

Once  these  requirements  are  met  a Ben  is  created  for  the 
amount  of  your  tax  debt  This  Ben  attaches  to  all  your 
property  (such  as  your  house  or  car)  and  to  alt  your  rights 
to  property  (such  as  your  accounts  receivable). 

A lien  is  not  valid  against  the  claims  of  other  creditors  until 
the  IRS  toes  a Notice  of  Federal  Tax  Lien  with  an 
appropriate  official  to  establish  priority  status  among  these 
creditors.  An  example  of  this  is  fifing  a lien  rn  the  county 
where  you  own  property  or  in  the  state  where  you  conduct 
business.  By  fifing  a Notice  of  Federal  Tax  Lien,  the 
Government  is  providing  a public  notice  to  you r creditors 
that  the  Government  has  a ctaim  against  all  your  property, 
including  property  that  you  acquire  after  the  lien  was  filed. 


Caution:  Once  filed,  a lien  may  harm  your  credrt 
rating. 

Releasing  a Lien 


|>  Tm  on  employer.  What 
happens  if  I cannot  pay 
my  employment  taxes? 


The  IRS  will  issue  a Release  of  the  Notice  of  Federal 
Tax  Lien  : 

1)  Within  30  days  after  you  satisfy  (he  tax  due 
fmduding  interest  and  other  additions  to  the  tax) 
by  payment  or  adjustment  or  « 

2)  Within  30  days  after  we  accept  a bond  that  you 
submit  guaranteeing  payment  of  the  debt 

In  atttion.  you  must  pay  al  fees  charged  by  a state  or 
other  jurisdtitan  for  both  Ring  and  reteasmg  the  Ben 
These  fees  wd  be  added  to  the  balance  yw  one 


Set  "What  Happens 
When  You  Take  No 
Action  To  Pay*  (this 
page)  and  Trust  Fund 
Recovery  Penalty 
Assessments  for 
Employers'  (page  8). 


Publication  1450.  Request  for  Release  of  Federal  Tax 
lien,  describes  how  to  request  i release  of  a federal 
tax  Sen.  p Dots  owing  taxes  have 

Automatic  release  of  a Ftderal  Tax  Lien.  A 0/1  *^Kt  on  er*dit? 

lien  will  release  automatically  if  we  have  not  refiled  it 

before  the  time  expires  to  legally  collect  the  tax  This  See  *Lien.  * 

is  usually  a period  of  10  years. 


What  you  eon  do  if  IRS  doe*  not  release  a 
Hen.  If  the  IRS  knowingly  or  negligently  does  not 
release  a Notice  of  Federal  Tax  lien  when  it  should 
be  released,  you  may  sue  the  Federal  government 
but  not  IRS  employes,  tor  damages. 

Before  you  file  a lawsuit,  you  must  first  exhaust  all 
administrative  appeals.  Also,  you  must  file  the  suit 
within  2 years  from  the  date  when  the  IRS  should 
have  released  the  lien. 


If  you  win  a civil  lawsuit,  you  may  be  awarded 
payment  for  any  losses  that  you  had  because  the  IRS 
<fid  not  release  the  Ben.  You  may  also  be  paid  for 
your  share  of  the  costs  of  the  lawsuit  However,  any 
costs  that  you  could  have  reasonably  reduced  will  be 
subtracted  from  that  payment 


Special  Release  of  Tax  Lien  — 
Application  for  a Discharge  of 
a Federal  Tax  Lien  against 
Property 

Each  application  for  a discharge  of  a tax  Ben  releases 
the  effects  of  the  Ben  against  one  specific  piece  of 
property,  if  you  are  giving  up  ownership  of  property, 
such  as  when  you  sell  your  home,  you  may  apply  for 
a Certificate  of  Discharge. 

You  may  receive  a Certificate  of  Discharge  if  any  of 
the  following  circumstances  apply: 

• You  have  eflwr  property,  subject  to  the  Ben,  that  's 
worth  at  least  two  tiroes  the  total  of  the  tax  you  owe, 
plus  any  addttorc  to  me  tax  you  owe  and  any  other 
debts  you  owe  on  the  property,  such  as  a mortgage. 

• The  IRS  receives  the  value  of  the  governments 
interest  in  the  property  and  you  are  giving  up 
ownership. 

• The  IRS  determines  that  the  government's  interest 
in  the  property  has  no  value  at  the  time  you  are 
giving  up  ownership. 

• The  property  in  question  is  being  sold,  and  there 
is  a dispute  as  to  who  is  entitled  to  the  sale 
proceeds,  and  toe  proceeds  are  placed  in  escrow 
while  the  dispute  is  being  resolved. 

When  applying  for  a discharge,  you  must  send  your 
written  application  in  duplicate  to  toe  IRS  district 
director  where  your  property  is  located. 

For  assistance  in  requesting  a discharge  of  a Federal 
Tax  Lien,  see  Publication  783.  Instructions  on  How 
to  Apply  fora  Certificate  of  Discharge  of  Property 
From  the  Federal  lax  lien. 
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^ What  effect  am  a Uvyhao* 
on  my  salary  and  bank 
accounts  J 


^ What  must  happen  to 
release  a Uvyt 

Stt  "Releasing  a levy." 


When  the  IRS  lien  Is  Secondary 
to  Another  Lien  — Subordination 

Subor*«ionsmrtatta 

mm  tat  ttM  IRS  has  ifcwed  its  fien  to  Uke  « 

- lower  ptee  (fan  someone  efee's  fan. 

Tt*  IRS  may  Id  its  fan  take  a lower  pteet  tfw»  a 
•krtor  fcnoT  (someone  wh«e  ien  orfgMhrhadt 
lower  pin  then  the  IRS  Sen)  If  it  reoives  the  dofer 
value  of  the  Sen  in  the  property  that  the  junior  Swot 
b acquiring,  lor  cample,  i second  mortgage. 

We  may  also  subordinate  a Hen  if  we  beSevt  that 
doing  so  wwrid  speed  colection  of  the  tax  For 
example,  we  subonflnato  a Sen  that  would  allow 
a farmer  to  receive  a loan  to  harvest  a crop. 

For  assistance  in  requesting  subonJratieio  of  a 
Federal  Tax  Lien,  set  Pub&ation  764,  Howto 
Prepare  A« jtfcaoort /tor  <>rtfllcac»  0/ Suhore*oa6oo 
ol  Federal  Tax  Lm  When  making  this  request  you 
should  submit  a written  ipttotion  ffi  duptal*  lo 
the  District  Director  in  whose  district  your  property  « 
located. 

Withdrawal  of  Liens  — Internal  Revenue 
Code  6323(j)  and  Taxpayers  03  of  Right*  2 Hows 
the  withdrawal  ol  a filed  notice  of  tax  Sen  If: 

• the  notice  was  Bed  premature*  ot  not  in 
accordance  with  IRS  procedures, 

• the  taxpayer  has  entered  Into  an  instalment 
agreement  to  satisfy  the  labiffy  on  the  notice  ol 
Sen  unless  the  agreement  provides  otherwise). 

• the  withdrawal  will  facStatt  collection  ot  the  tax, 
or 

• the  withdrawal  would  be  in  the  best  interests  ol 
both  toe  taxpayer  (as  determined  by  the  Taxpayer 
Advocate)  and  the  Government 

The  IRS  must  provide  a copy  ot  the  wttodrawal  to  the 

taxpayer  and,  upon  written  request  ot  the  taxpayer, 
to  other  specified  institutions. 

IncoTTWCt  Lien  — Your  Administrative 

Appeal 

You  may  appeal  the  h6ng  of  a Node*  of  Federal  Tax 
Uen  if  you  believe  we  Wed  the  ien  in  error.  A Sen  <s 
incorrect  if: 

• You  paid  the  entire  amount  you  owed  the  IRS 
beforaweMedtheiien. 

. We  assessed  the  tax  and  fled  the  Sen  when  you 
were  in  bankruptcy  and  subject  to  Iht  automatic 
t stay  during  bankruptcy. 

• We  made  a procedural  error  in  maJdng  an 
assessment  or 

• The  time  to  cofcct  the  tax  (cased  the  statute  ot 
Smkabcra)  expired  brior*  we  fled  the  Sea 

Mote:  You  may  not  appeal  toa  Noted  Federal  Tax 
Uen  d you  ara  chaBenging  the  imdertying  debt  that 
generated  the  ffing  of  the  Sen. 

H vw  agree  with  your  appeal,  we  w«  release  the  Hen 
wdhmt  4 days  after  we  determine  that  the  Sen  was 
filed  Incorrecdy.  we  w*  issue  a certificate  of  release 
of  an  incorrect  Hen  that  includes  a statement  that  we 
filed  the  Notice  ol  Federal  Tax  Uen  in  error. 

► Levy 

A levy  is  one  method  the  IRS  uses  to  coded  tax  that 

you  have  not  paid  voluntarily.  It  means  wo  can.  by 
legal  authority,  take  property  to  satisfy  a tax  debt 
Levies  can  be  made  on  property  that  you  hold  (such 

as  your  vehicle,  boat  or  house)  or  on  property  that  is 

you/s.  but  is  held  by  thud  parties  (such  as  wages  or 

funds  on  deposit  at  a bank). 


Forcomptf,  IRS  may  levy  your  wages  (salary), 
commewni,  the  cash  vahie  ol  He  insurance,  liter 
or  franchises,  securities,  contracts,  derrand  notes, 
accounts  recehrattea,  rental  income,  dividends, 


Aho,  in  most  states  Put  have  state  income  taxes,  i 
IRS  an  levy  a tttt  refund  check  and  apply  the  sta 
refund  to  a federal  tax  Mt 
A levy  is  different  from  a ien.  A Ien  is  a cton  usee 
security  for  thatn  debt,  whde  a fcvy  is  used  to 
actually  take  the  property  to  satisfy  the  tax  debt 
Authority  to  levy.  Generaly , the  IRS  does  not  ru 
court  authorization  to  take  levy  action.  However,  w 
are  required  to  have  court  authorization  to  enter 
private  premises.  If  this  is  necessary,  to  seize  prec 
Generally,  before  IRS  takes  levy  action,  three  legal 
requirements  must  be  met 
t)  The  IRS  must  assess  the  tax  and  send  you  a *N 

and  Demand"  tor  payment 

2)  You  must  neglect  or  refuse  to  pay  the  tax,  ana 

3)  The  IRS  must  send  you  a Final  Notice  of  Intent : 
Levy  at  least  30  days  in  autvanc«  of  the  levy. 

We  may  give  you  this  node*  in  person,  leave  it  at  y 
dwelling  or  usual  place  of  business,  or  send  it  by 
certified  or  registered  mai  to  your  last  known  add 
The  Ml  that  usually  accompanies this  publication 
such  a notice. 

Caution:  Ifwecoodude  that  collection  ot  your  tar 
threatened,  we  may  take  immediate  collection  act: 
before  all  three  requirements  have  been  met  For 
example,  if  a taxpayer  is  planning  to  quicWy  leave 
country,  we  may  believe  lhaf  cofcction  is  threarer 
or  in  jeopardy. 

H we  make  a decision  that  cofcction  of  your  tax  is 
threatened  or  in  jeopardy,  you  may  seek  IRS 
managerial  or  court  review,  or  both.  These  pro«c 

are  expfcned  in  the  Idler  you  wfl  receive  when  * 
demand  (or  payment  Is  made. 

LetrrMMfe*.  ff  the  IRS  levies  youratoy  or 
wages,  the  levy  wi*  end  when  one  of  the  Mowing 
occurs: 

• The  kvy  a released, 

• You  pay  your  tax  debt  or 

• ThetinMixpimtorltgalycolecdngihetax 

ff  we  levy  your  sahry  or  eragei,  contact  the  perse  - 
whose  telephone  number  «s  fisted  on  the  Notice  of 
Levy  for  assistance. 

Levy  on  your  bank  ocvetnU  If  the  IRS  levies  y 

bank  account  your  bank  is  required  to  hold  funds 

have  on  depcsiL  up  to  the  amour*  you  owe.  for  2 

days.  This  period  alow*  you  time  to  resolve  any 

problems  about  the  fcvy  or  make  other  arrjngem  t 

to  pay.  The  bank  is  then  required  to  send  the  mor 

plus  interest  if  N applies,  to  the  IRS. 

To  discuss  your  account,  you  should  arnttef  the  I 
by  caflng  the  person  whose  name  a shown  on  to 
Notice  of  levy- 

k ru  tearing  a levy.  We  must  release  your  levy  if  t 
of  the  Mowing  occur. 

• You  pay  the  tax.  penalty,  and  interest  that  you  o 

• Thetimatorcotiectionjswutooflmrtibofts) 

expire*  before  the  levy  is  served. 

• You  prov^  documentation  torthe  IRS  to 

determine  that  releasing  the  levy  wfl  help  codec 
tax. 

• You  have,  or  entered  into,  an  approved,  current 
instaAment  agreement  for  the  tax  on  the  levy 

(However,  it  you  and  tha  IRS  have  agreed  that  z 
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current  levy  wil  continue  while  instaHment  payments  are 
made,  we  wil  not  release  it) 

• The  iflS  determines  Iha  the  levy  is  creating  *i  economic 
hardship, 

• The  (air  market  value  of  the  property  exceeds  the  levy 
and  releasing  pan  of  the  seized  property  would  not 
funder  the  collection  ol  tax. 

Property  that  cannot  be  levied.  Certain  types  Of 
property  are  exempt  from  seizure  (levy)  by  Federal  law. 

They  include  all  ol  the  following  items: 

• Wearing  apparel  and  school  bools.  (However,  expensive 
items  ol  wearing  apparel,  such  as  furs,  are  luxuries  and 
are  not  exempt  from  levy). 

• Fuel,  provisions,  furniture,  and  personal  effects  for  a 
head  of  household,  that  total  up  to  $2,500  (indexed  for 
inflation  after  1996). 

• Books  and  tools  you  use  in  your  trade,  business,  or 
profession,  that  total  up  to  $1,250  (indexed  for  inflation 
after  1996). 

• Unemployment  benefits. 

• Undelivered  mail. 

• Certain  annuity  and  pension  benefits. 

• Certain  service-connected  disability  payments 

• Workmen’s  compensation. 

• Salary,  wages,  or  other  income  that  have  been  included 
m a ludgment  for  court-ordered  child  support  payments. 

• Certain  public  assistance  payments. 

• Assistance  under  the  Job  Training  PartnershipAct. 

• Deposits  to  the -specs!  Treasury  fund  made  by  member* 
of  the  armed  forces  and  Public  Health  Service  employees 
who  are  on  permanent  duty  assigned  outside  the  United 
States  or  its  possessions, 

• A minimum  weekly  exemption  for  wages,  salary  and 
other  income  based  on  the  standard  deduction  plus  the 
number  of  allowable  personal  exemptions  derided  by  52. 

In  the  case  ol  no  response  to  the  certification  of 

exemptions,  the  exempt  amount  wilt  be  computed  as  If 
you  were  marred  filing  separately  with  one  exemption. 
Publication  1494.  Table  of  Figuring  Amant  Exempt  from 
Levy  on  Wages,  Salary  and  Other  Income  (Forms  668-W 
and  668 -W(c)).  can  be  used  to  determine  the  amount  of 
earned  income  exempt  from  levy. 

Returning  levied property.  W«  can  consider  returning 
property  that  has  been  levied  it 

• We  levy  before  the  two  required  notices  are  sent  to  you 

or  before  your  time  for  responding  to  them  has  passed 
(10  days  for  the  Notice  and  Demand;  30  days  for  the 
Notice  of  Intent  to  levy).  w 

• We  do  not  follow  our  procedures. 

• We  agree  to  let  you  pay  in  installments,  but  we  still  levy 

and  toe  agreement  does  not  say  thto  we  can  do  this. 

• Returning  the  property  will  help  get  the  tax  paid. 

• Returning  the  property  is  both  in  your  best  interest  and 
the  government’s. 

Hour  to  file  a claim  for  reimbursement  when  IRS 
made  a mistake  in  Uxrying  your  account  or 

mUpiaced  your  check.  You  may  be  entitled  to  be 
reimbursed  for  lees  your  bank  charged  you  because  IflS 
made  a mistake  when  we  levied  your  account 
To  receive  this  reimbursement,  you  must  file  a daim  with 

the  IRS  within  one  year  after  the  bank  charged  you  with  the 

fee.  To  file  your  claim,  use  Form  8546.  Claim  for 
Reimbursement  of  Bank  Charges  Incurred  Oue  to 
Erroneous  Sennet  Levy  or  Misplaced  Payment  Check. 

Seizures  and  Sales 

If  you  do  not  pay  (or  make  arrangements  to  resolve)  your 

tax  debt  we  may  seize  and  sell  any  type  of  real  or  personal 

property  that  you  own  or  have  an  interest  in  (including  I 
residential  and  business  property)  to  satisfy  your  tax  bill.  < 
Seizure  of  a primary  residence  requires  the  approval  from  j 
an  IRS  district  director  or  assistant  district  director  except  if  < 
the  collection  of  the  tax  is  in  jeopardy.  < 


w ***  ***  Property,  you  should  contact 
the  IRS  emptoyrea  who  made  the  seizure  or  levy  tor 
assistance. 

may  not  seize  my  of  your  property  when  the 
estimated  cost  to  seize  and  sef  th#  property  is  more 
than  the  lair  mariref  value  ol  the  property  to  ba 

seized,  (n  addition,  we  may  not  seize  or  levy  your 

property  on  the  day  you  attend  a cofcction  interview 
because  of  a summons. 

However,  we  can  seize  or  lew  your  property  on  this 
date  if  collection  of  the  tax  is  in  jeopardy.  You  may 
contact  the  IRS  employee  who  made  the  seizure  or 
levy  if  you  have  any  questions. 

AdmfnMnfat  review.  You  have  the  right  to  an 
administrative  review  of  our  seizure  action  when  we 

have  taken  your  personal  property  that  you  need  to 
maintain  your  business.  See  “When  you  do  not  agree 
with  decisions  of  IRS  employees.*  on  page  2 for 
information  about  how  to  a^ly  for  this  review. 

/Votice  of  propoeed  tote.  After  we  seize  your 
property  we  must  give  public  notice  of  a pending 
sale.  Pubic  notice  usually  appears  in  a newspaper 
that  is  published  or  circulated  in  the  county  where 
the  sale  wiH  be  held.  We  wi*  personally  deliver  the 
original  notice  of  sale  to  you  or  send  it  to  you  by 
certified  mail.  After  we  give  notice,  we  must  wart  al 
least  10  days  before  conducting  the  sale. 

However,  ff  the  property  is  perishable  and  must  be 
sold  immediately,  we  are  not  required  to  wait  to  days 
before  holding  the  sale. 

Minimum  bid.  Before  the  sale,  we  wil  compute 
a “minimum  bid  price.*  This  is  the  lowest  amount 
that  we  wil  accept  for  the  sale  of  the  property  to 
protect  your  interest  to  that  property.  We  wfl  tell  you 
the  minimum  bid  price  we  set  which  is  usually  80% 
or  more  of  toe  forced  sale  value  of  the  property,  after 
any  Hens  are  subtracted. 

If  you  disagree  with  this  minimum  bid  price,  you  an 
appeal  it  by  requesting  that  the  price  be  recomputed 
by  either  an  IRS  valuation  engineer  or  a private 
appraiser  who  can  assist  the  IRS  engineer.  H you  stil 
disagree  with  the  revised  appraisal,  you  may  obtain  a 
second  appraisal. 

• BtUoee  of  property.  Before  the  date  of  sale,  we 
may , release  the  property  that  m seized  from  you  if 
you: 

1 ) Pay  us  the  amounts  the  Government's  interest  In 

3)  fumtsh  an  acceptable  bonefor  can  th*  IRS  sea*? 

4)  Make  an  acceptable  agreement  for  payment  of  the 

***•  See  ‘Seizures  and  Sales.' 

Your  right  to  "buy  back"  the  property.  YOU 

have  the  right  to  *buy  back*  your  personal  property 

rt  any  time  before  the  sale.  To  do  tins,  you  must  pay  How  can  I obtain  a 

the  tax  due.  including  interest  and  penalties,  and  pay 

the  expenses  of  seizure.  release  the  teaed 


For  real  estate,  you  (or  anyone  with  an  interest  in  the  pn3paty 
property)  may  redeem  it  at  any  time  within  180  days 
after  the  sale  by  paying  the  purchaser  the  amount  See  "Release  of 

paid  for  the  property  plus  interest  at  20%  annually.  Property .* 

Sal*  procedures.  You  may  request  that  wo  sell  the 
seized  property  within  60  days.  For  information  on 
how  to  make  this  request  you  should  contact  the  — 

IRS  employee  who  made  the  seizure.  We  wil  gram  ^ 
your  request  unless  it  is  in  the  Government's  best 
interest  to  re tam  the  property  We  will  inform  you  in 
wnting  of  our  decision  whether  or  not  we  are  able  to 
grant  your  request 
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^My  business  is  closed.  Can  / 
be  held  responsible  for 
unpaid  ‘fruit  fund’  taxes? 

Set  TVTuj  is  a responsible 
person  for  trust  fund  tax " 


After  t»w  salt,  we  use  the  proceeds  first  to  pay  th* 
expenses  of  the  levy  and  uM  Wt  then  use  any 
remaning  jmourt  to  pay  the  tax  ML 
ft  Dm  salt  proceeds  ere  less  thin  the  tot*  <A  the  to  Ml 
and  the  expenses  ofkvyjndnte.yoo^sMfaveto 
pay  tta  remaining  unpaid  tax 
ft  the  sale  proceeds  art  mon  Bon  the  total  of  the  tax 
bW  art  the  expenses  of  the  levy  and  sate,  we  wlnotfy 

youaPouttt«sur>ujmof^andpnjvHfcyouwitn  •. 

mstructjons  about  how  to  request  a refund.  However,  it 
a person,  such  as  a mortgagee  or  other  fen  holder, 
submits  a Claim  superior  to  y«irs.  we  wi»  pay  that 
claim  before  we  refund  ary  remaining  funds  to  you  jp 
based  on  your  request 

Backup  Withholding 

You  are  legally  required  to  report  your  interest, 
tlrrtert,  or  patronage  dividend  income  on  your 
individual  income  tax  return.  You  must  report  the 

correct  amounts,  and  these  amounts  must  match  the 
amounts  that  (he  payers  report  to  IRS.  You  are  also 
required  to  provide  your  correct  taxpayer  identrficabon 
number  to  all  payers  of  interest  dividends  and 

miscellaneous  income. 

Usualy,  there  is  no  wfitfttkSng  of  tax  on  nteresl  art 
dMfcrt  payments.  However,  if  you  do  nt*  reporttfB 
rteresi  and  iftkhrt  income  or  prwtt  the  correct 
taxpayer  identifcaion  nwntw  as  required  yw  maybe 
subject  to  backup  wettxttng.  This  occurs  when  we  notify 

ar&whopayyouifteestorrWdenchto^ 
withholding  reome  ta  on  tfwe  payments.  You  may  also 
be  subject  to  tactop  wtthhodng  if  you  do  not  prove* 
your  correct  taxpayer  ijenWlcation  number. 

Sou  to  prevent  backup  withholding  from 

Martin*.  Before  we  notify  your  payers  to  withhold,  we 

wj!  send  you  at  least  four  notices  over  a period  of  at 

least  120  days  to  give  you  a chance  to  correct  the 
underreporting  and  pay  any  additional  tax  to  avoid 
backup  withholding. 

Stepping  backup  withholding-  OnCt  backup 

vwthholdmg  begins,  we  wil  stop  it  when: 

1)  The  Income  is  property  reported, 

2)  The  income  tax  is  paid  In  wit, 

3)  You  furrash  the  coned  taxpayer  identification 
number,  and 

4)  The  IRS  notifies  the  payer  to  stop  withholding. 
Genera*.  we  w*  notify  pJ*en  to  slop  wfWiotfng  at  the 
end  of  the  year  4 we  receive  fli  payment  rt  Jhei toty 

October  1 5.  H we  receive  W paynwrt  after  OdoOer  1 5. 

they  wi  continue  withlwWng  through  the  totowing  year. 
WMe  you  are  subted  to  backup  wtohokSng,  yourn«t 
certify  to  any  new  pflers  th*  you  are  sublet  to  wW 
withholding,  if  you  tifcefy  certify  that  you  are  nrti subject 
backup  wimhoWng.  you  w*  be  latte  for  a penalty  of 
J1 .000  or  irtosonmert  tor  up  to  one  year,  or  botrtW 
additional  information.  see  Pw*aborBl281  »»dtB79 
which  contain  infomuton  about  bacWfowfihrtkkngart 
taxpayer  kfertrtcrton  numbers 

Trust  Fund  Recovery  Penalty 
Assessments  for  Employers 
To  encourage  prompt  payment  of  withheld  income  and 
employment  taxes,  including  social  security  and 
railroad  retirement  taxes  or  collected  excise  taxes. 
Congress  passed  a law  that  provides  for  the  trust  fund 
recovery  penally.  This  penalty  is  used  as  a tool  for 
coHection  of  unpaid  employment  taxes.  The  penalty 
also  applies  to  those  excise  taxes  which  are  commonly 
referred  to  as  "colleded"  excise  taxes. 

If  you  are  a ‘responsible  person.'  we  can  apply  this 
penalty  against  you  immediately  after  you  do  not  pay 
trust  fund  taxes  m response  to  a notice  and  demand  for 
payment.  Also,  we  can  apply  this  penalty  regardless  of 
whether  you  are  out  ot  business  or  without  assets 


CaaBoB:  One*  we  assert  the  peraiy.  we  can  take  calection 

g&xi  Ming  your  irefcifuai  assets,  suh  as  ling  a Federal 
tax  fcriyou  are  8ie  response*  person(s). 
figuring  the  penalty  amount.  The  amount  Of  the 

penalty  is  equal  to  the  unpaid  trust  hind  tax  The  penalty 
s computed  based  on  two  amounts  which  constitute 
bust  fund  tax: 

For  cotected  taxes,  the  penalty  is  based  on  the  unpaid 
amount  of  collected  excise  taxes. 

Who  Is  Subject  to  the  Penalty 
W«  may  impose  the  penalty  against  am  person  who  is 
responsible  lor  collecbng  or  paying  withheld  income  anc 
employment  taxes  or  for  paying  collected  exest  taxes 
ANO  who  wiifoBy  (aits  to  coded  or  pay  them.  Therefore, 
the  two  key  elements  that  support  this  penalty 
assessment  are  responsibility  and  wiltfnlfl***. 

Who  is  a responsible  perton  for  trust  fund  tax.  A 

responsible  person  is  one  who  has  the  duty  to  perform 
and  the  power  to  direct  the  coKecbng.  accounting,  and 
paying  of  trust  fund  taxes.  Therefore,  responsibility 
involves  status,  duty,  and  authority. 

This  person  may  be: 

• An  officer  or  an  employee  of  a corporation, 

• A member  or  employee  of  a partnership. 

• A corporate  director  or  shareholder. 

• A member  of  a board  of  trustees  of  a nonprofit 


• Anotherperwi  with  sufficient  authority  and  control 
over  funds  to  direct  their  disbursement. 

In  some  situations  the  responsible  person  may  be  a 
person  who  is  not  directly  affiliated  with  the  delinquent 

business,  for  example,  the  penafty  may  be  assessed 

aoiinst  an  official  or  employee  ota  bank  or  other  nnanc 

insmutionwhohasthfiut^ 

affairs  of  the  business  and: 

• Furnishes  funds  to  a business  and  directs  how  the 
funds  are  to  be  distributed,  or 

• Oirects  the  business  not  to  pay  the  taxes. 

Proof  Of  willfulness-  8y  willful,  we  mean  conduct  the 
is  intentional,  defiberaie.  voluntary,  and  knowing  — as 
Deposed  to  accidental  conduct.  YOU  are  eoasxkred  to 
bay*  a wiOful  attitude  rf  you  have  free  wiil  or  choice  arw 
yet  either  intentionally  msregard  the  law  or  are  plainly 
indifferent  to  legal  requirements, 
for  willfulness  to  exist,  the  responsible  person  must 

1)  Have  tawwn  about  the  unpaid  taxes,  and  . 

2)  Have  used  the  hinds  to  Ireep  busmess  gwy  or 

allowed  available  funds  to  be  paid  to  other  creditors 

WWumess  does  not  imp*  that  you  tad  feted i for 
personal  gain.  For  example,  the  courts  nM  m one  cas 
that  the  actions  of  a corporate  officer,  in  permuting 
withheld  taxes  to  be  wed 

business  (whether  at  the  ortc^rection  or  wrth  J* 
Ocit  approval)  is  sufficient  evxfcnceof wtiffufo«s  that 
trust  hind  recovery  penalty  can  be  charged  (othatoffic 

In  addition.  II  an  employer  rneeUp^.  w«  «n  infer 

that  suffioent  funds  were  avafeWe  to  pay 
recartless  of  whether  th*  funds  were  actually  set  aside 

otherwise  spedficaRy  identified  for  tax  purposes. 

Your  Appeal  Rights 

The  wok  process  8 cxflnert  dearty  r atification  5 . Ape 

Agfo^  Preparation  or  fYofesaftrOWj/wdCastt  if  • 
re^mmerxlifwyoopayihetn^f^jTOve^w^y 

amount  you  can  attempt  to  resohre 
ihrouQh  a discussion with  the  group  manager  of  ti»  IRS 
employee  in  your  (Sstrict  If  you  • 

the  group  manager,  you  may  request  a conference  before 
Regional  Oirector  of  Appeals. 

»USGOv£ftNU£WTM«TlWJCrnce 


— . .4  

How  to  Appeal  One  of  These  Actions  If  You  Have 
Been  Contacted  By  A Revenue  Officer 


1 . If  you  disagree  with  the  decision  of  the  Revenue  Officer,  and  wish  to  appeal, 
you  must  first  request  a conference  with  a Collection  manager. 

2.  If  you  do  not  resolve  your  disagreement  with  the  Collection  manager,  you  may 
request  Appeals  consideration  by  completing  Form  9423,  Collection  Appeal 
Request. 

3.  On  Form  9423,  list  the  Collection  actions  you  disagree  with  and  explain  the 
reasons  why  you  disagree.  You  must  also  include  your  solution  to  resolve  your 
tax  problem.  YOUR  REQUEST  FOR  AN  APPEAL  MUST  BE  RECEIVED  BY 
THE  COLLECTION  OFFICE  WITHIN  2 DAYS  OF  THE  MANAGER  CONFER- 
ENCE OR  COLLECTION  ACTION  WILL  RESUME. 

What  Will  Happen  When  You  Appeal  Your  Case 


Normally,  we  will  stop  the  collection  action  you  disagree  with  until  your  appeal  is 
settle,  unless  we  have  reason  to  believe  that  collection  of  the  amount  owed  is 
at  risk. 


You  May  Have  A Representative 

You  may  represent  yourself  at  your  Appeals  conference  or  you  may  be  repre- 
sented by  an  attorney,  certified  public  accountant  or  a person  enrolled  to  prac- 
tice before  the  IRS.  If  your  representative  appears  without  you,  he  or  she  just 
file  a Form  2848,  Power  of  Attorney,  before  receiving  or  inspecting  confidential 
material,  You  can  get  a Form  2848  from  your  local  IRS  office. 

Decision  On  The  Appeal 


Once  theAppeals  Office  makes  a decision  on  your  case,  that  decision  is  bind- 
ing on  both  you  and  the  IRS.  This  means  that  both  you  and  the  IRS  are 
required  to  accept  the  decision  and  live  up  to  its  terms. 

Note:  False  information,  omitting  pertinent  information,  or  fraud  will  void  the 
decision. 
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Collection  Appeal  Rights 

forUens,  Levies,  Seizures  & Installment  Agreement  Terminations 


Collection  Issues  You  Can  Appeal 


Notice  of  Federal  Tax  Lien  - You  may  appeal  before  or  after  IRS  files  a lien 
You  mav  also  appeal  denied  request  to  withdraw  Notice  of  Federal  Tax  Lien 
filing,  and  denied  discharges,  subordinations,  and  notattachments  of  lien. 

, Notice  of  Levy  - You  may  appeal  before  or  after  IRS  places  a levy  on 
your  wages,  bank  account  or  other  property. 

• Seizure  of  Property  - You  may  appeal  before  or  after  IRS  makes  a seizure 

However  if  you  revest  an  appeal  after  IRS  makes  a seizure  you  must 

appeal  to  the  Collection  manager  within  10  business  days  after  the  Notice  o 
' seizure  is  provided  to  you  or  left  at  your  home  or  business. 

• Terminations  of  Installment  Agreement-  You  mayappealwhenyouare 
notified  that  the  Service  intends  to  terminate  your  installment  agreement 

How  to  Appeal  One  of  These  Actions  If  Your  Only  Collection 
Contact  Has  Been  A Notice  or  Telephone  Call 


S-S2ESSS- 

willreturn  your  call  within  24  hours. 

n Cvniain  the  actions  vou  disagree  with  to  the  manager  who  will  make  a 
ded  £ o„  ,“SseV5  you  a!  not  accept  the  manager*  decs  ton.  we  will 
send  your  case  to  an  Appeals  Officer  for  review. 


Collection  Appeal  Request 


1 . Taxpayer's  Name 

2.  Representative:  (Form  2848,  Power  of 
Attorney  attached) 

3.  SSN/EIN 

4.  Taxpayer's  Business  Phone 

5.  Taxpayer's  Home  Phone 

I 

I 

<0 

7.  Taxpayer's  Street  A0c*ess 


8.  City 

9.  State 

10.  Zip  Code 

1 1 . Type  of  Tax  (Tax  Form) 

12.  Tax  Penods  Being  Appealed 

13.  Tax  Due 

Collection  A ctf  on  A ppeeled 


14.  Please  Check  the  Collection  Action  You’re  Appealing: 
1 1 Federal  Tax  Lien 
I | Levy  or  Notice  of  Levy 
I 1 Seizure 

I 1 Termination  of  Installment  Agreement 


Explanantfon 


1 5 Please  explain  why  you  disagree  with  the  collection  actions  you  checked  above  and  explain  how  you  wotfd  resolve  your  tax 
problem.  Attach  additional  pages  if  needed.  Attach  copies  of  any  documents  that  you  think  will  support  your  position. 


Under  penalties  of  perjury,  I deciare  that  I have  examined  this  request  and  the  attached  documents,  and  to  the  best  of  my  knowledge 
and  belief,  they  are  true,  correct,  and  complete.  A submission  by  a representative,  other  than  the  taxpayer,  is  based  on  all  information 
of  which  preparer  has  arty  knowledge. 


16.  Taxpayer’s  or  Representative’s  Signature 

1 7.  Date 

18.  Collection  Manager's  Signature 

19.  Date  Received 

Form  S423  (Rev  1-97) 


Catalog  No.  141691 
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COMMISSION**! 


DEPARTMENT  OF  THE  TREASURY 
INTERNAL  REVENUE  SERVICE 
WASHINGTON,  D.C.  20224 

September  30,  1997 


The  Honorable  Daniel  Patrick  Moynihan 
United  States  Senate 
Washington,  DC  20510-3201 

Dear  Senator  Moynihan: 

I am  writing  to  you  regarding  your  comments  about  tax  compliance  at  the 
Committee  on  Finance  Hearing  on  Practices  and  Procedures  of  the  Internal  Revenue 
Service  on  Thursday,  September  25,  1997.  At  the  hearing  you  stated  that  compliance 
had  declined  from  97  percent  in  1962  to  83  percent  today.  We  at  the  IRS  are  obviously 
familiar  with  the  83  percent  figure  - it  is  our  estimate  of  the  voluntary  compliance  rate. 
However,  neither  our  tax  gap  estimates  nor  our  Taxpayer  Compliance  Measurement 
Program  studies,  the  two  usual  sources  of  compliance  estimates,  go  back  as  far  as 
1962,  We  have  looked  into  this  issue  and  have  determined  that  these  figures  are 
estimates  of  different  concepts  and,  therefore,  are  not  comparable.  I would  like  to  pass 
along  to  you  the  information  we  found. 

Only  the  83  percent  figure  reflects  the  concept  of  voluntary  compliance.  The  IRS 
defines  the  voluntary  compliance  rate  as  the  percentage  of  true  tax  liability  that  is  paid 
voluntarily  and  timely  by  taxpayers.  The  83  percent  figure  is  the  IRS's  most  current 
estimate  of  this  measure.  We  surmise  that  the  97  percent  figure  you  reference  for  1962 
was  not  an  estimate  of  the  voluntary  compliance  rate,  but  rather  the  percentage  of  total 
taxes  collected  that  were  voluntarily  paid  by  taxpayers.  (The  remaining  three  percent 
of  total  taxes  collected  were  obtained  as  a result  of  IRS  enforcement  activities.)  We 
found  a citation  to  a 97  percent  figure  in  the  "Annual  Report  of  the  Commissioner  of 
Internal  Revenue"  for  fiscal  year  1961 . The  report  stated  that  "approximately  97 
percent  of  total  revenue  collections  are  voluntarily  paid  by  taxpayers  under  our  self- 
assessment  system." 

While  today  the  concept  of  voluntary  compliance  (and  the  voluntary  compliance 
rate)  is  universally  understood,  our  review  of  some  old  documents  suggests  this  may 
not  have  been  true  in  the  1960s.  A 1968  IRS  study  entitled  "Role  of  Sanctions  in  Tax 
Compliance"  states  that  "The  statement  is  sometimes  made  that  about  97%  of  the 
income  taxes  collected  are  the  result  of  voluntary  compliance,  and  only  3%  the  result  of 
enforcement  activities."  The  report  then  goes  on  to  note  the  potential  for 
misunderstanding  stemming  from  using  "taxes  actually  collected"  as  a base  in 
calculating  a percentage  rather  than  “taxes  which  should  be  collected."  It  is  this  latter 
base,  which  we  now  refer  to  as  "true  tax  liability,"  that  we  use  to  measure  the  current 
compliance  rate  of  about  83  percent.  Our  earliest  estimate  of  the  voluntary  compliance 


The  Honorable  Daniel  Patrick  Moynihan 


rate  is  for  tax  year  1973  and  is  approximately  82  percent.  Thus,  the  compliance  rate 
has  remained  relatively  constant  over  time. 

On  a related  point,  you  were  correct  in  stating  that  the  IRS  workforce  has  qrown 
considerably  since  1962  - by  our  calculations  it  has  increased  by  about  180  percent 
between  1962  and  1996.  However,  our  workload  has  increased  even  faster  as  the 
number  of  returns  filed  has  increased  by  about  216  percent  over  the  same  period. 

I am  aware  that  our  staffs  have  been  in  contact  over  these  issues.  Hopefully 
this  explanation  will  help  to  clarify  any  misunderstandings  concerning  compliance.  If  we 
can  provide  any  additional  information,  please  let  me  know. 


Michael  P.  Dolan 
Acting  Commissioner 
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Responses  to  Questions  Submitted  by  Senator  Nickles 
Re:  Shelley  Davis — 

Question:  Mr.  Dolan,  this  committee  heard  sworn  testimony  yesterday  from  Shel- 
ley Davis,  former  historian  for  the  IRS,  that  the  agency  routinely  destroys  docu- 
ments relating  to  critical  management  decisions.  She  further  testified  that  when  she 
tried  to  stop  this  practice,  she  was  attacked  from  within  the  agency  and  left  with 
no  option  but  to  resign.  How  do  you  respond  to  these  claims? 

Answer:  The  IRS  has  not  routinely  destroyed  documents  relating  to  critical  man- 
agement decisions.  Admittedly,  there  have  been  records  management  problems, 
however,  in  December  1995,  the  National  Archives  and  Records  Administration 
(NARA)  made  58  recommendations  to  improve  our  records  management  practices 
and  in  May  1997,  NARA  agreed  that  we  had  successfully  implemented  47  of  the  rec- 
ommendations. As  of  September  1997,  we  reported  to  NARA  that  we  took  actions 
to  implement  the  remaining  11;  however,  NARA  has  not  yet  concurred.  Also,  in  re- 
sponse to  the  Chairman  of  the  House  Committee  on  Ways  and  Means  and  the 
Chairman  of  the  Subcommittee  on  Oversight  who  requested  that  the  General  Ac- 
counting Office  evaluate  how  IRS  carries  out  its  records  management  responsibil- 
ities, the  GAO  stated  in  an  October  1997  report,  that  “Nara’s  1995  review  of  the 
IRS  records  management  program  found  that  IRS  had  managed  its  overall  records 
program  according  to  NARA  requirements.” 

As  a result  of  the  NARA  evaluation,  IRS  has  been  working  very  closely  with 
NARA  to  strengthen  our  records  management  responsibilities.  In  this  regard,  we 
have  taken  aggressive  actions  to  ensure  all  records  documenting  changes  in  policy, 
organizational  structure,  and  programs  are  identified,  scheduled  with  NARA,  and 
transferred  to  NARA  according  to  each  approved  disposition  authority. 

Some  of  the  most  proactive  actions  involve  the  preservation  of  approximately  790 
cubic  feet  of  records.  The  details  of  each  action  are  set  forth  below: 

1.  One  valuable  collection  of  historical  records  was  maintained  by  the  former 
Historian  (300  cubic  feet).  Unfortunately,  during  her  tenure,  no  actions  were 
taken  to  catalog,  inventory,  or  schedule  these  records  for  eventual  transfer  to 
NARA.  After  her  resignation,  it  took  9 months  to  complete  a massive  inventory 
because  the  records  were  left  in  such  disarray.  Since  the  completion  of  the  in- 
ventory, a Request  for  Disposition  Authority  was  submitted  to  NARA  and  the 
appraisal  process,  which  was  initiated  by  NARA  recently,  will  take  several 
months  to  complete. 

2.  Program,  policy,  and  reading  files  of  former  Commissioners  (1950-1992) 
have  been  retired  to  the  Washington  National  Records  Center  (240  cubic  feet) 
and  will  be  transferred  to  NARA  according  to  their  approved  disposition  author- 
ity. 

3.  Records  created  and  maintained  by  former  Chief  Information  Officers  and 
the  Information  Systems  organization  (1983-1990)  documenting  Tax  Systems 
Modernization  (TSM)  and  other  management  decisions  are  being  prepared  for 
retirement  to  the  Washington  National  Records  Center  (50  cubic  feet).  Addi- 
tional records  created  by  Information  Systems  (1970-1990)  in  the  former  Histo- 
rian’s collection  are  pending  appraisal  by  NARA.  (The  volume  of  53  cubic  feet 
is  included  in  Item  No.  1.) 

4.  Reading  Files  and  Subject  Files  of  the  former  Modernization  Executive/As- 
sociate  Commissioner  (Modernization)  (1991-1996)  have  been  appraised  by 
NARA  and  are  being  prepared  for  retirement  (40  cubic  feet). 

5.  The  records  of  the  former  Special  Services  Staff  (1968-1973)  are  pending 
appraisal  by  NARA  (140  cubic  feet). 

6.  Strategic  Planning  Documentation  (1947-1960)  has  been  transferred  to 
NARA  (one  cubic  foot)  and  an  additional  cubic  foot  (1960-1980)  is  being  pre- 
pared for  retirement. 

7.  We  have  also  offered  for  immediate  transfer  to  NARA  early  directives 
which  document  the  policies  and  procedures  of  the  Service  from  1861-1953  (19 
cubic  feet).  These  records  are  awaiting  NARA’s  approval  for  transfer. 

I have  no  knowledge  nor  evidence  of  Ms.  Davis’  claim  that  she  was  “attacked” 
from  within  the  agency  and  it  is  my  belief  that  her  decision  to  resign  was  one  made 
of  her  own  volition. 

Re:  Oklahoma  City  office  & seizures — 

Question:  Mr.  Dolan,  according  to  information  received  by  my  office,  the  average 
number  of  seizures  per  revenue  officer  per  year  in  the  Oklahoma  City  office  is  3.9, 
when  the  national  average  is  0.5.  Can  you  explain  this  statistical  anomaly?  Does 
your  office  ever  review  these  numbers  and  investigate  their  cause? 


Answer:  The  National  Office  does  not  maintain  statistics  on  the  average  numher 
tWntelnffire<?  Per  reYe"u.e  officer.  The  total  number  of  seizures  nationwide  and  bv  dis- 
tnct  office  are  maintained  by  fiscal  year.  My  office  does  review  the  seizure  Droeram 
I®*"'1!”?  the  number  of  seizures  by  district  office,  to  identify  trends.  Many  varmbles 
impact  the  program  s statistics,  such  as  the  demographics  of  the  district  the  econ- 
omy,  and  taxpayer  compliance.  Other  variables  include  state  laws  that  impact  Dron 

Stote°sWAttomevaBnd  ‘TV'  I"  assets’  suPP°,rt  from  other  agencies  such  as  tL  United 
btates  Attorneys,  and  state  governments  support.  I believe  the  numbers  minted 
were  developed  locally  by  the  Arkansas-Oklahoma  District  Since  we  are  not 'aware 
of  the  methodology  used  for  the  computation,  we  have  been unabtoto Arrive  Itthe 
quoted  numbers  using  data  that  is  available  to  us.  Thus  I am  MableX  explato 
the  statistical  anomaly  The  number  of  seizures  are  not,  in  and  of  themselves  mdi 


Prepared  Statement  of  Robert  L.  Goldstein,  CPA  and 
James  A.  Woehlke,  CPA,  LL.M.  (Tax) 

Introduction 

or'wsSrPA^^iftoi  S°C/fty.  °r,  CertTled  ?““ic  Accountants  (hereinafter  “Society” 
or  iNYbbt,FA  ) is  the  nations  largest  and  oldest  state  CPA  professional  assort- 
tions,  serving  over  32,000  members.  (We  are  celebrating  our  centennial  this  year ) 
^r“',,bers( practice  locally  regionally,  nationally,  and  internationally  as  primary 
ax  advisers  to  millions  of  individual  and  business  taxpayers.  It  is  our  belief  that 
the  Congress,  the  Internal  Revenue  Service  (“IRS")  and  we  have  a ommon  constftu 
hele  today  an  TaXPByer  K iS  fr°m  this  uni«ue  vantagepotot  Zt  we“ar 

Wcare  supportive  of  the  basic  mission  of  the  IRS  and  are  not  among  those  calling 
for  its  abolition  or  the  substantial  weakening  of  its  role.  Though  we  have  occasion^ 
ally  criticized  and  disagreed  with  the  IRS,  the  Service  plays  a ritM  rZfn  oZself- 
assessment  tax  system.  Through  local  liaison  groups,  we  have  been  able  to  disrusR 
our  disagreements  with  the  Service,  point  out  systemic  problems,  which  come  to  our 
attention,  and  resolve  certain  issues  before  they  become  maior  potots  rf  coZnt.Z 

n^Kie“mp,e’  We  TnTwere  able  to  alert  the  Brookhaven  See  C“nter  to  a 
problem  concerning  the  IRS  computer  module  for  Federal  Unemployment  Insurance 
,emp  jyees'  Through  this  cooperation,  the  IRS  was  ab^Tto  quickly  cor- 

to  rp»dP»K  Ik?6”"16  articles  and  news  broadcasts  over  the  past  Several  wars 
to  read  about  billions  spent  on  computer  systems  that  do  not  meet  their  specifica- 
tions  or  about  economic  reality  audits”  (now  called  financial  status  audits)  Jesigned 
•tleAme,nca[*  taxPayer.  Even  allowing  for  the  excessive  amount  ofhy- 
cnt,clsm  has  been  intense.  The  IRS,  more  than  almost  any  other  gov- 
4 ££e?cy’  mu.st.  malntain  Congressional  and  public  trust.  It  must  be  viewed 

ftoelf  to be* StoHndTh?PIRqla  i.  Tu  Se.rvice  canf10t  audit  taxpayers  and  be  unable 
itsell  to  be  audited  The  IRS  should  only  engender  fear  in  those  who  flout  thp  tax 

laws  and  thereby  place  an  undue  burden  on  tneir  fellow  citizens. 

IRS  ^tor!CtltlT era’  J?e  arV"  a “nifiue  position  to  testify  both  about  the  many 

SendeZemonstoi'to  parf9™tbeir  tasks  admirably  and  those  instances  where  the 
service  demonstrates  an  inability  to  carry  out  its  mission. 

Taxpayer  Representation  and  Tax  Law  Complexity 

Taxpayers  primarily  choose  to  use  a tax  professional  to  prepare  their  tax  returns 
and  represent  them  before  the  IRS  (in  the  eventuality  that  such  representation  is 
required)  because  of  the  complexity  of  the  tax  law.  From  1986  to  1997,  there  have 

1990  1993  Tqqfi  ^Hhiqq7l' T'LntTChangeS  iaWS  (1986<  1987’  1988’  1989- 

.««!*’  .-6  8 u 1997)‘  The  TaxPayer  Relief  Act  of  1997  alone  contains: 

• oo  retroactive  changes 

• 114  changes  effective  August  5,  1997 

• 69  changes  effective  January  1,  1998  and  5 changes  effective  thereafter 
285  new  sections  and  824  Internal  Revenue  Code  amendments 

nUcatodhv  e!*™  "Jakes  estimated  tax  requirements  for  individuals  more  com- 
plicated by  changing  the  safe  harbor  provision  for  individuals  with  adjusted  gross 
income  of  more  than  $150,000  from  110%  nftoci  >-  >=■  J eT0SS 

• lDrt/w  - n » 
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• 105%  of  last  year’s  liability  for  years  beginning  in  1999,  2000,  and  2001;  and 

• 112%  of  last  year’s  liability  for  years  beginning  in  2002. 

While  the  complexity  of  the  tax  law  is  not  at  the  root  of  controversies  between 
the  IRS  and  the  practitioner  community  and  taxpayers,  it  does  serve  to  exacerbate 
the  Service’s  challenges  in  administering  the  tax  system  and  the  taxpayers”  respon- 
sibilities in  meeting  their  tax  obligations. 

It  should  he  noted  that  there  is  a very  large  backlog  of  Treasury  Regulations.  The 
IRS  needs  to  issue  regulations  and  other  guidance  so  that  taxpayers  and  representa- 
tives know  the  Service’s  position  on  issues  to  make  compliance  both  more  likely  and 
consistent. 

Such  complexity  probably  leads  to  inadvertent  noncompliance  and  the  creation  of 
an  adversarial  atmosphere  between  the  taxpayer  and  the  Service.  Over  the  past  dec- 
ade, the  CPA  and  legal  professions  have  submitted  numerous,  meaningful  sim- 
plification proposals  to  the  Congress.  The  AICPA  developed  a “complexity  index”  for 
use  by  policy  makers  in  designing  tax  laws.  Proposed  tax  law  changes  should  not 
be  enacted  without  Congress  first  securing  from  the  IRS  a draft  of  the  tax  form 
changes,  which  would  be  required.  This  procedure  could  help  avoid  complexity  for 
both  IRS  administration  and  taxpayer  compliance.  The  professional  staffs  of  the 
Congress  should  consult  with  practitioner  organizations,  on  a regular  basis,  in  con- 
nection with  writing  of  new  tax  legislation  so  that  the  compliance  effect  of  dealing 
with  such  new  legislation  will  be  clearer  to  members  of  the  staff.  We  suggest  that 
such  issues  and  procedures  be  revisited. 

Responsibilities  of  Taxpayer  Representatives  and  of  IRS  Personnel 

Treasury  Department  Circular  230,  Regulations  Governing  the  Practice  of  Attor- 
neys, Certified  Public  Accountants,  Enrolled  Assents,  Enrolled  Actuaries,  and  Ap- 
praisers before  the  Service,  sets  out  ethical  and  procedural  matters  governing  tax 

firactitioners.  Of  most  immediate  interest  to  practitioners  is  Subpart  B,  which  out- 
ines,  (1)  information  to  be  furnished  to  the  IRS  (Section  10.20(a)),  (2)  knowledge 
of  client’s  omissions  (Section  10.21),  (3)  diligence  as  to  accuracy  (Section  10.22),  and 
(4)  the  prompt  disposition  of  pending  matters  (Section  10.23).  The  professional  orga- 
nizations that  govern  those  practitioners  listed  in  the  title  of  Circular  230  each  have 
their  own  additional  ethical  rules  (for  example,  the  AICPA  has  its  Code  of  Profes- 
sional Conduct  and  Statements  on  Responsibilities  in  Tax  Practice). 

The  National  Commission  on  the  Restructuring  of  the  IRS  (“National  Commis- 
sion”) stated  that  the  workforce  of  the  IRS  should  be  of  the  highest  quality  and  that 
the  U.S.  taxpayer  deserves  the  highest-quality,  courteous  service  from  the  Internal 
Revenue  Service.  Former  Commissioner  Richardson  identified  the  IRS  Mission  for 
the  National  Commission  as  follows: 

To  collect  the  proper  amount  of  tax  revenue  at  the  least  cost;  serve  the  public 
by  continually  improving  the  quality  of  our  products  and  services;  and  perform 
in  a manner  warranting  the  highest  degree  of  public  confidence  in  our  integrity, 
efficiency  and  fairness. 

While  there  appears  no  conflict  between  what  practitioners  and  Service  personnel 
should  expect  from  one  another,  problems  arise  when  the  Service  misconceives  its 
own  mission  and  role.  Two  recent  examples  are  the  testimony  before  the  National 
Commission  by  the  Deputy  Chief,  Taxpayer  Service  who  said,  the  IRS  is  in  the  “law 
enforcement  business  . . . combating  financial  crime”  and  the  Deputy  Assistant  Sec- 
retary (Departmental  Finance  and  Management)  who  testified  that  as  “[a]  law  en- 
forcement agency  at  heart,  the  IRS  has  been  protected  from  improper  influence  on 
how  it  does  its  job.  While  such  insulation  is  appropriate,  the  down  side  is  that  it 
can  foster  an  inwardly  focused  culture  . . . ."  It  is  clear  from  these  examples  that 
the  IRS  believes  its  primary  role  is  law  enforcement  rather  than  the  “taxpayer  serv- 
ice.” We  recognize  that  there  is  an  important  element  of  law  enforcement  in  the  role 
of  the  Service,  but  to  view  that  as  its  primary  function  creates  a level  of  insularity 
and  heavy-handedness,  which  often  makes  it  difficult  to  achieve  its  core  customer 
service  objectives.  The  success  of  the  Problems  Resolution  Program  others  an  exam- 
ple of  how  different  attitudes  by  IRS  personnel  and  taxpayers  (and  their  representa- 
tives) emerge  when  the  customer-service  model  is  used.  Our  profession  commended 
the  work  of  Former  Commissioners  Gibbs,  Goldberg,  and  Peterson  to  alter  the  IRS’s 
culture  by  viewing  the  taxpayer  as  a “customer”  and  not  a “tax  cheat.” 

An  example  of  this  enforcement  mentality  exists  in  the  increasing  use  of  by-pass 
actions  wherein  the  IRS  examiner  contacts  the  taxpayer  in  spite  of  the  fact  that  a 
representative  has  been  appointed  pursuant  to  a power  of  attorney  on  file.  We  do 
recognize  that,  in  certain  circumstances,  there  are  legitimate  reasons  for  the  use  of 
by-pass  letters,  telephone  calls  or  visits  to  taxpayers,  such  as  undue  delay  in  the 
process  by  the  practitioner  or  failure  of  the  practitioner  to  supply  requested  informa- 
tion in  a reasonable  amount  of  time.  However,  the  bypass  action  is  drastic,  consider- 


iresent- 
>le  cir- 
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itfvetlnd0  sho^lV  S8  examinera  a"d 

cumstances  of  neglect.  y w^en  there  are  demonstrab] 

Training  Issues 

ination  and  that  this  Ubcy  ha^beeTS  were  subjected  to  an  exam- 

budget  is  stretched  thin,  we  reject  the  tWnC,  a ^ “nder8ta"d  that  the  IRS 
standards  for  hiring.  Without  in  adequate  numher  If  ^ budSet  8,h°uld  lower  the 
trarned  employees,  the  success  of  the  IRS’s  customer  se^e  mission  ^if"^ 


Reality*  auditing  pre|£a^  formerly  Economic 

sive  auditing  techniques.  W were  XE  7®  • rame,d  to,  use  highly  intru- 

ri&'rsr'Js  ,n/ 

practicing  CPAs  and  attorneys  and  otlmr^ro^ssln111?"13^  by,ucators’  including 

increased  understanding  by  each  group  of  tKL^S?  y Promote  dialogue  and 
joint  efforts  go  a long  way towaJduLllin^ n po?ftlons  and  Problems.  These 
hTheaFVof.i  nSnar,pa.anoia  attributed  togthe  SwteeP  n’  *"  S°me  instances 
dits  from  professiona°l  ^oiTpf  aTow^the  country'^Ts^'l’f  hUCCes2’  Wlnmng  plau- 

SaMiail  AvsHfs 

proved  training  and  a customer  service  orilnlaH™  se,c°nd  time  around.  With  im- 
Hght  the  first  time  and  avoid  this  duplication rfSbrt?nMB*  P°Ssible  *°  get  il 

pear  to^e 'merely ^echaScaHs^ues*  however 'th^re  ^ tadisc^8  helow  may  ap- 

that  exist  within  the  service.  For  example  some  nf 'tkl  Symptomatic  of  the  problems 
‘■on  ofproper  resources  or  establishment  of  the  nrnnprJf  ^ mdicate  lack  of  devo- 
and  efficient  conclusion.  Addressing  these  issn<£  tVtude1?  to  bnn6  to  a speedy 
dant  time  required  by  both  SerW«f  person  netandr  r?d.uce  the.  amount  of  redun- 
payer  concerns.  p 80nnel  and  practitioners  m dispatching  tax- 

Examination  Issues 

^™b  time  is  stin  required  to  complete  audits  For  example- 
a5ustmenrtPOra  0n  “““  t0°k  in  excess  of  24  months,  requiting  in  a minimal 

* ^tiltoT'suTnreonlir.Sol:"  letter 688  °f  18  m°nths  from  the  initial  aad* 

20 


months  and* has  just  been'tafen  into  the°^oM°  taxRyea|'s  has  endured  over 
• An  examination  was  put on ^ ^SSJth^-^ution  Program, 
prior  years.  The  IRS  waited  thirteen  vefrc^  ll011. m a test  curse  involving 

ii^r‘redihe  SSMea2tt^t.e"e  was  decided  be 

sonnel  work  at  liome'fSr^^  wherein  certain  IRS  per- 

while  they  are  working  at  ifome  Often  their  nffW  ‘jannnf'  be  reached  by  telephone 
voice  mail  system  should  be  installed  and  nor™  pbone8  P unanswered.  A modem 
mured  to  monitor  the  voice ^ maU  several  w#un*at  home  should  be  re- 

uie  office  for  a significant  timl  nSon  Z.ftd  employees  are  out  of 

mail.  (In  this  way,  documents  forwarded  k ou  d be.!r*ade  Por  them  to  receive  their 
Netting  of  muKStt T wi"  not  sit  on  a <»««*■) 
culation,  is  almost  never  done  on  the  initiafnror  "i8-’  for  Purposes  of  interest  cal- 
plicated  corrections  after  the  fact.  processing.  This  then  requires  com- 

Collection  Issues 

which  iPsernoToffirially  on^heiMelk1  d^pite  the^a"?  «?' ??J,tial/, or  re]ated  period) 
year  are  a direct  product  of  the  case  set?  emlnf  fact,that  ‘he  adjustments  to  such 
IRS  agent’s  desk.  se  settlement  involving  a year  which  is  on  that 

JhACS^h^l^lf^i0".8^^"1  (ACS)  is  particularlv  - - - 
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. to  the  IRS  to  either  impart 

once.  Each  time  that  the  pracUtioner  the  practitioner  must 

requested  information  or  to  r^rthP  nre^ous  agent  has  entered  into  the  computer 
wait  for  the  agent  to  read  wh^  the  Pcov4red  afain.  If  the  ACS  person  responding 
and  often  the  same  greimd jmist  be  eove^  ^ ^ practitioner  Previously  dealt 

is  from  a different  area  than  the  01  ^lth  procedure  is  hardly  an  efficient 

time- 

National  Commissions  extensive  hea  6 , 0f  serious  issues  at  the  IRS-  You 

MlPiStt ^.Snt’Sr.’.rfh.  Couwnlwion,  «•  mi  .■»**« 

“ffirtn,  extensions  (July  15  ™“4 

2™n?c*.h  n™  .fat  te  fcim-v; ete  no  pt»..u™j™ 

is  naid  with  the  initial  extension.  ,«  „re  routinely  granted.  These  second 

ngP,  as  the  practitioner  can i sign i them  by  the  IRS  post- 

Btt' ~ ™“  *"” k* 

ent  with  the  Paperwork  Reduction  Act.  , irritation  in  relations  between  the 

Powers  of  Attorney  are  a perenmal  source  absolute  right  of  every 

Service  and  the  practitioner  community.  We  r gn  the  Service  must 

taxpayer  to  privacy  and  confidentiality,  as  well  “ the^t  Consider  tion  should 
rive  to  these  issues.  These  issues  areP  «tax  information  authorization, 

^ given  to  a “check  the  box”  power  of  attorney  iir  ta^  of  filing  giving 

BsSaas r ■zsx&s&s*-”  - - r« — 

seding  the  one  on  the  tax  return.  NYSSCPA  to  present  the  views  and  sug 

w/thank  the  “X^s^w/afemepared  ^assistyou  in  any  way  that  you  deem 
relevant  t reformThe^RS  into  a true  taxpayer  service  agency. 

PREPARED  STATEMENT  OF  HON.  CHARLES  E.  GRASSLEY 
(SEPTEMBER  23,  19971 
Mr.  Chairman,  members  of  the 

her  'and  Active  ^participant  of  t ^e  Ration ^Com^"  °a"  f|e™atoUr™gpresenting 

as  a chief  sponsor  of  Taxpayer  B g taxpaying  citizen  myself. 

millions  of  taxpaying  ^^oth^ide^of  the  equation.  As  a member  °f  the  Um^d 

States  Senate.^am^art  ^ tteggoodT?nd^se^icesa^orid^aforUthe 

Sr/Yefl  iCpIy^and4!  present  millions  in  my  state  who  also  pay 

should  pay  their  fair  share.  , Federal  Government  needs  to  collect 

The  issue  is  one  of  balance,  in  rny  • g t taxpayers  have  certain  rights 

its  revenue,  which  taxpayers  are  oblige 1 0per  balance  between  these 
that  should  not  be  abused.  All  ° ,^n^XJa  propPer  balance  has  been  lacking, 
two  needs.  Yet,  over  the  'of  us  seem  to  be  advocates  for  the  taxpayers  with- 
out being"  mridfufoT the" importance  of  ^™d^  B"‘ 


ice  of  the  public.  It  is  not  they  who  should  be  the  targets  of  scorn.  Rather,  it  is  a 
management  culture  mindless  of  the  fact  that  they  are  servants  of  the  people.  If  al- 
lowed to  persist,  such  a mindset  often  leads  to  arrogance,  unresponsiveness,  dis- 
regard for  one’s  rights,  and  the  very  kinds  of  things  we  have  been  hearing  from  con- 
stituents for  decades. 

When  we  in  the  Congress  attempt  to  investigate,  we’re  often  derailed.  A cloak  of 
secrecy  goes  up.  It’s  more  veiled  than  even  the  most  elaborate  secrecy  arrangements 
at  Langley.  In  the  language  of  the  federal  government,  it’s  called  “6103.”  That’s  the 
Section  of  the  Tax  Code  that  prevents  disclosure  of  taxpayer-related  information. 
Designed  to  protect  taxpayers’  privacy,  it  does  much  more.  It  also  protects  the  pri- 
vacy of  those  who  abuse  taxpayers’  rights,  who  mislead  Congress,  and  who  might 
use  collection  quotas  in  tax  enforcement  despite  their  illegality. 

In  my  experience,  Mr.  Chairman,  such  abuses  occur  when  independent  oversight 
is  lacking.  Oversight  has  a rather  antiseptic  quality  about  it.  That  is  the  concept 
behind  the  Commission’s  recommendation  for  an  independent  oversight  board  over 
the  IRS.  This  board  would  set  appropriate  performance  standards,  would  measure 
performance,  and  then  reward  or  discipline  managers  according  to  their  perform- 
ance. 

An  important  part  of  oversight  is  more  general  openness.  The  Commission  found 
that  the  IRS  is  a very  closed  and  insular  organization.  As  a result,  we  have  put  for- 
ward a first  step  to  make  the  IRS  more  open  to  Congress  and  to  the  press.  If  we 
are  to  be  successful  in  changing  the  culture  of  the  IRS,  a key  ingredient  is  greater 
openness. 

I think  my  colleague  and  Chairman  of  the  Commission,  Senator  Bob  Kerrey,  was 
absolutely  right  when  he  noted  at  one  of  our  hearings  a point  about  the  media.  He 
said  the  media  and  press  are  one  of  the  key  ways  in  which  Congress  finds  out  what 
is  going  on  at  government  agencies. 

And  so  the  Commission,  to  encourage  more  openness,  as  well  as  more  accountabil- 
ity, proscribed  the  following  three  remedies  in  the  IRS  Restructuring  and  Reform 
Act  (S.  1096): 

(1)  The  IRS  must  be  more  timely  and  responsive  in  Freedom  of  Information 
(FOIA)  requests; 

(2)  The  IRS  must  not  abuse  its  authority  under  Section  6103.  The  Commission 
found  that  the  IRS  did  abuse  this  authority  in  hiding  from  the  press  the  fact  that 
the  agency  had  provided  false  information  to  Congress.  We  would  call  on  a panel 
of  experts  to  recommend  changes  to  prevent  such  abuses; 

(3)  The  IRS  must  maintain  and  preserve  records.  It  has  not.  Many  requests  by 
the  Commission  for  documents  and  data  were  met  with  a statement  that  such  data 
no  longer  existed,  or  the  documents  could  not  be  found. 

Addressing  these  three  areas  of  openness  may  not  be  headline  grabbing.  But  in 
my  experience,  together  with  other  measures,  these  will  help  bring  more  account- 
ability to  the  IRS.  The  IRS  should  be  held  to  the  same  high  standards  that  the 
agency  itself  applies  to  the  American  taxpayer. 

I am  also  pleased  that  the  Commission  did  not  call  for  the  easy  solution — more 
money.  The  IRS,  until  two  years  ago,  had  seen  continual  increases  in  its  budget  for 
40  years.  Indeed,  the  Commission  uncovered  that  hundreds  of  millions  of  taxpayer 
dollars  have  been  wasted.  Clearly,  the  problem  at  the  IRS  is  management,  not 
money. 

One  Treasury  official  admitted  privately  that  the  IRS  wouldn’t  be  serious  about 
reform  if  Congress  kept  throning  more  money  at  them.  This  has  been  my  experience 
as  well  in  overseeing  federal  agencies  over  the  years. 

S.  1096  is  designed  to  address  many  of  the  management  failures  we  detected.  I 
urge  the  Committee  and  my  colleagues  to  look  favorably  upon  it.  Meanwhile,  the 
Commission  did  not  conduct  serious  oversight  investigations  to  root  out  cultural 
pathologies  within  the  IRS.  That  is  where  the  Commission’s  job  ended,  and  the  job 
of  this  Committee  begins,  with  this  week’s  hearings. 

Understandably,  these  are  controversial  hearings.  The  IRS  is  not  uSed  to  being 
overseen  Untoward  motives  are  assigned  to  the  oversight  efforts.  Like  partisanship. 
But  that’s  a tired  argument.  I intend  to  be  an  active  participant  in  these  hearings. 
In  the  1980s,  I was  hardly  partisan  when  I clashed  with  a Republican  Administra- 
tion over  defense  issues.  The  same  with  the  Chairman  of  this  Committee.  And  I’ve 
been  overseeing  IRS  abuses  as  far  back  as  the  Reagan  and  Bush  Administrations 
as  well. 

In  addition,  when  I launched  my  efforts  to  oversee  the  IRS,  I was  joined  by  my 
close  friend  David  Pryor,  a Democrat  and  a close  friend  of  the  President’s.  We  chose 

to  make  our  critiques  responsible  instead  of  partisan.  1 *' 

that. 
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and  a long-term  comrmtmentWeteamedof  * g ; X £ unofficial,  back-door 
1980s  ana  we  out tewed i. tSnto*.  ^"Vp^out  a brush  fire  here,  and  it  pops 
rptJwrreSelLlnita  moral  o ™he  sto£  ia" there's  a need  for  constant  vigdance 
over  the  IRS.  History  teaches  us  so.  ,,  u for  your  leadership  in  holding 

jz- 

yi^ya^rrar. sfesw  &i  ■ «.  ■*»-  <»  ■•™d 

WitatmMr.  Chairman,  thank  you  for  the  opportunity  to  express  my  views.  I look 
forward  to  any  questions  you  may  have. 


Prepared  Statement  of  Hon.  Charles  E.  Grassley 
[SEPTEMBER  24,  19971 

Mr.  Chairman,  thank  w.  for  IM.  *»«jZS&£32Z  XnTcS 

goal  in  these  hearings,  hkeyoursiato  tngger  fortaxpayers^It  is  up  to  Congress 
gress  must  foster  a new  “V^ed foifroma  culture  of  intimidation,  and 

SS'l.CC.Tt  umrm  «i|l  S£  (SSl,  in  th. 

JfSMS  Et=h Xw  *u  ” un,l'r 

-s,»?iSrfs32S i^5S5S£r«rsa=raac 

SjSfifi ?SSS . *£  » laoklor  abuse,  apeak  .bent  it  »h.n  w, 

it,  and  then  end  it.  commission  to  Restructure  the  IRS,  on  which 

The  process  started  in  the  Ngtl0'\a1^  .^  bl  ti san  Commission  report,  we  have 

I served  with  Senator  Kerrey.  1 5tee  has  picked  up  the  baton,  as  has 

introduced  reform  legislation,  o , wip  be  more  hearings.  I anticipate  that 

our  sister  committee  1IVthe,  , . Thi  legislation  will  eventually  become  law 
rnd^hangeTh^way^tag^ar^fone^at  the  IRS.^o  one  inside-the-beltway  can  avoid 
real  IRS  reform.  The  people  want  it  reform  If  you  are  not  part  of  the  solu- 

or  !1‘  “ "r  ,he 

Either  way,  the  taxpayers  will  have  their  reform. 

Prepared  Statement  of  Hon.  Orrin  G.  Hatch 
, th,  Ch.,Tn  for 

inquire  a acliPpXdnTv3e feriew"  ^“ad^uately  equate  proposals  for 

ChThe  most  common  complaint  tlmU  h^rfrom  u^h famifies,  wheth- 

the  policies  and  procedures  of  the  1^  Whene^  ehre*rm|bout  both  reai  and  perceived 

i^seems  etSne^^^  ^ ™ * 

knows  someone  who  has.  Taxnavers  throughout  the  country  are  com- 

The  problem  is  not  unique  to  Utah  i^SsteS  in  interpretation  and  en- 
plaining  of  a checklist  mentality  ^S10"  m;slead)  or  misinform  the  taxpayers 
foment  and  S®^f1£|r?°nnn0et  a naw  problem.  The  IRS  has  been  accused  of,  and 

an  abusive,  unresponsive,  improperly  political 

and  occasionally  corrupt  way  for  decades^  . hj  country  does  not  seem  to 

stk  “.a”,  rSr,hH  - ■»?•»  »«* 


is  hardly  an  American  citizen  above  the  poverty  level  whose  tax  conscience  is  so 
clear  that  he  isn’t  scared  of  being  audited.  The  fear  of  suffering  a personal  attack 
by  the  IRS  is  the  thing  that  seems  to  be  keeping  most  of  the  taxpayers  in  this  coun- 
try in  line. 

This  is  a particularly  serious  problem.  The  IRS  plays  a vital  role  in  our  tax  sys- 
tem. As  such  an  important  part  of  a tax  system  based  on  self-assessment,  the  IRS 
must  maintain  both  Congressional  and  public  trust.  One  needs  only  to  read  the 
newspaper  or  listen  to  taxpayer  accounts,  to  see  that  this  is  not  the  case.  The  IRS 
must  work  harder  to  be  perceived  as  fair,  effective  and  impartial. 

While  some  of  my  colleagues  have  argued  that  the  only  way  to  do  this  is  to  dis- 
mantle the  IRS,  I do  not  agree.  The  IRS  should  not  be  abolished.  It  is  a necessary 
tool  in  the  collection  of  taxes.  The  American  taxpayer  is  not  going  to  fork  over  a 
chunk  of  his  hard  earned  money  without  some  sort  of  focused  collection  and  enforce- 
ment system  in  place.  For  example,  just  look  at  how  many  of  the  drivers  on  our 
highways  comply  with  the  posted  speed  limits. 

Like  the  drivers  on  the  roads,  not  all  American  taxpayers  should  be  treated  in 
a gentler,  kinder  fashion.  Those  willfully  ignoring  the  rules  should  be  handled  with 
an  iron  fist.  Most  Americans,  however,  are  trying  to  comply  with  the  complicated 
tax  laws  and  are  acting  in  good  faith.  These  taxpayers  should  be  treated  with  re- 
spect and  have  a level  playing  field. 

Because  of  its  role  in  collecting  taxes,  there  will  always  be  complaints  about  the 
IRS.  It  will  always  be  an  unpopular  place.  The  IRS  is  a very  large  and  complicated 
agency  that  few  understand.  Its  workload  is  staggering.  Like  the  taxpayers,  most 
IRS  tax  collectors  are  decent,  yet  overworked  people  with  an  unpopular  job  who  are 
trying  to  do  the  best  they  can. 

However,  there  is  an  aura  of  unaccountability  that  must  be  changed.  The  process 
is  broken  and  must  be  fixed  if  we  are  to  maintain  public  faith  in  the  government. 
There  must  be  little  or  no  room  for  the  type  of  abuses  I am  hearing  about  from  my 
constituents  on  a regular  basis.  I am  extremely  concerned  about  the  lack  of  good 
judgment  that  is  being  exhibited  in  these  cases. 

The  problem  of  fixing  the  system  is  further  compounded  by  the  fact  that  there 
is  not  sufficient  data  to  evaluate  the  extent  or  depth  of  the  improper  actions  taken 
by  the  IRS.  We  will  hear  testimony  today  stating  that  this  information  is  just  not 
collected  at  all,  destroyed,  or  simply  unable  to  be  retrieved.  This  is  not  the  way  to 
run  a public  agency.  How  can  Congress  adequately  evaluate  the  validity  of  the  com- 
plaints we  see  if  the  data  is  not  available?  Both  Congress  and  the  Administration 
need  these  tools  to  evaluate  the  behavior  of  the  IRS.  We  must  be  able  to  determine 
if  these  complaints  are  isolated  instances,  the  acts  of  a few  rogue  agents,  or  the  re- 
sult of  some  systemic  problem  at  the  Agency  itself.  Without  this  data,  we  are  left 
to  assume  that  the  improper  actions  are  somewhat  proportionate  to  the  complaints 
we  are  receiving. 

I am  looking  forward  to  hearing  from  the  witnesses  we  will  hear  this  week.  Their 
testimony  will  expand  the  information  we  have  at  hand  to  aid  us  in  our  evaluation 
of  the  Internal  Revenue  Service,  its  role  and  place  in  the  federal  government  struc- 
ture, and  how  to  reform  the  Agency  to  ensure  fair  and  efficient  tax  collection  in  the 
future. 


Prepared  Statement  of  Katherine  Lund  Hicks 

Chairman  Roth,  and  Members  of  the  Senate  Finance  Committee,  thank  you  for 
allowing  me  this  opportunity  to  appear  here  this  morning  to  relate  to  you  my  experi- 
ence with  the  Internal  Revenue  Service. 

Like  many  women  who  have  gone  through  a divorce,  I was  the  one  stuck  with 
the  tax  bill  for  our  last  joint  return  for  tax  year  1983.  The  IRS  assessed  that  return 
for  additional  taxes  of  $7,000,  but  sent  all  the  notices  to  my  former  spouse.  Unfortu- 
nately, it  took  him  over  a year  to  notify  me  of  the  assessment.  I immediately  con- 
tacted the  IRS.  The  IRS  had  ceased  to  be  willing  to  examine  my  records  and  was 
demanding  that  I pay  them  $16,000  instantly.  At  the  time,  my  former  spouse  was 
earning  in  excess  of  $40,000  a year  as  a glazier  and  had  no  dependents.  My  income 
was  approximately  $15,000  a year  as  a newly  hired  bank  employee  with  a depend- 
ent 14  year  old  daughter.  For  the  two  years  following  my  divorce,  l was  financially 
destitute.  I had  just  managed  to  get  an  apartment — a real  home  for  the  two  of  us. 

I mention  this  to  remind  you  good  people  that  when  an  IRS  collection  procedure 
gets  out  of  control,  the  victim  of  that  collection  still  has  to  deal  with  all  the  other 
traumas  of  their  life.  An  honest  collection  by  the  IRS,  with  no  snafus,  of  an  amount 
actually  owed  is  incredibly  stressful  in  itself  mi * — 
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not  be  allowed,  whether  by  design  or  accident,  to  pursue  taxpayers  for  erroneous 
debts.  At  present,  there  are  no  effective  protections  against  this. 

In  my  case,  I had  to  file  a Tax  Court  Petition  to  force  the  IRS  to  examine  my 
records,  which  I did  in  1988.  This  is  not  unusual  if  the  IRS  does  not  get  a response 
to  early  requests  for  records,  and  I did  not  feel  resentful  or  persecuted.  However, 
it  did  cause  problems  and  added  to  my  stress.  I had  to  use  my  rent  money  to  pay 
the  accountant  and  lawyer,  and  so  1 lost  my  apartment.  My  daughter  and  I were 
reduced  to  sharing  a rented  room.  I consoled  myself  with  the  thought  that  we  had 
survived  worse  and  we  would  get  another  apartment  later. 

It  is  important  to  note  here  that  my  ex-husband  was  not  a party  to  this  petition 
in  tax  court.  We  settled  out  of  court  and  the  IRS  agreed  to  a reduced  tax  from 
$7,000  to  $2,709,  a reduced  total  demand  from  about  $16,000  to  approximately 
$3,500.  I went  to  the  meeting  in  July  1988  to  sign  the  agreement  and,  check  book 
in  hand,  prepared  to  pay  the  amount  in  full  at  that  time. 

The  IRS  refused  my  payment  until  they  had  sent  me  a bill  because  they  would 
not  have  anywhere  to  credit  the  money  without  the  bill  and  they  claimed  they  need- 
ed time  to  calculate  the  exact  interest  due.  I wanted  the  payment  properly  credited. 
I wanted  this  to  go  well  and  to  be  permanently  resolved.  I thought,  in  a few  weeks, 
I'll  have  a bill.  But,  the  IRS  said  that  the  bill  would  take  six  months  to  prepare 
and  arrive  no  later  than  January  1989.  Six  months!  I recall  asking  if  I was  going 
to  be  charged  interest  for  the  six  month  waiting  period  and  the  IRS  attorney, 
through  my  accountant,  said  no.  The  interest  would  be  calculated  through  the  date 
of  the  agreement  and  as  long  as  I paid  it  right  away  in  January,  there  would  be 
no  additional  interest.  He  said  it  would  be  about  $3,500  total.  I never  understood 
why  they  could  not  just  whip  out  their  calculator  and  tell  me  what  I owed  right  then 
and  get  this  whole  thing  over  with. 

The  bill  never  came  and  in  February  1989,  I started  calling  the  IRS  asking  where 
it  was.  I called  the  Fresno  office  and  they  suggested  I also  call  Laguna  Niguel.  Both 
offices  had  no  record  of  any  taxes  owed  by  me.  I found  this  hard  to  believe.  I wanted 
to  be  absolutely  certain  they  were  correct.  I wanted  to  remarry  and  I did  not  want 
to  bring  this  tax  bill  into  the  marriage.  I called  both  offices  again  in  March  and 
again  before  July.  I was  told  the  same  thing,  that  I owed  nothing  for  1983.  I asked 
for  a receipt  or  something  to  show  this  was  paid  because  I was  simple  minded 
enough  to  believe  this  was  as  a reasonable  request.  The  IRS  employees  all  said  that 
they  “don’t  do  that.”  I had  to  take  the  word  of  the  IRS  that  I owed  nothing.  In  this, 
I had  no  choice.  At  the  time,  I was  not  aware  that  my  account  had  been  set  up  on 
a separate  bookkeeping  system  to  which  the  IRS  employees  with  whom  I spoke  did 
not  have  ready  access. 

It  works  like  this:  when  you  file  a tax  return,  it  is  recorded  in  a Master-File.  This 
is  what  the  IRS  clerks  pull  up  on  their  computer  when  you  call  and  ask  if  you  owe 
money.  However,  at  some  point  in  1989,  the  IRS  “split”  the  Master-File  of  our  joint 
1983  return  and  transferred  separate  assessments  into  two  Non-Master  Files,  in 
each  of  our  individual  names  and  respective  social  security  numbers.  This  was  due 
to  the  fact  that  I had  gone  to  tax  court  and  my  ex-husband  had  not.  Therefore,  the 
IRS  set  up  separate  files. 

These  Non-Master  Files  do  not  show  up  on  the  computer  when  the  IRS  clerks 
check  a taxpayer’s  social  security  number  for  a balance  owed.  According  to  the  attor- 
ney who  explained  this  to  me  in  1997,  the  Master-File  continues  to  exist,  but  may 
show  as  a zero  balance,  until  the  IRS  recombines  those  accounts.  It  will  then  reflect 
the  correct  amount  owed  according  to  the  agreement.  Until  that  happens,  every  time 
the  IRS  clerk  pulled  up  my  or  my  joint  signer’s  social  security  number,  they  will 
see  a zero  balance  and  conclude  that  no  taxes  are  owed.  To  add  to  the  confusion, 
there  is  no  notation  in  the  Master-File  that  it  has  been  “split.”  Therefore,  there  is 
no  way  for  the  IRS  clerk  to  know  that  you  might  have  an  outstanding  collection  in 
a Non-Master  File.  As  a result,  I was  repeatedly  told  by  IRS  clerks  that  I owed 
nothing.  So  far  as  I know,  to  this  very  day,  these  accounts  have  not  been  recom- 
bined and  the  Master  File  continues  to  exist  with  a zero  balance  while  the  Non-Mas- 
ter Files  shows  a balance  owed.  Yet,  the  IRS  has  been  aware  of  this  error  at  least 
since  I notified  them  of  it  earlier  this  year — if  not  even  earlier.  I have  made  re- 
peated requests  of  the  IRS  to  recombine  these  accounts  ever  since  I learned  of  the 
problem.  As  far  as  I know,  it  has  not  been  done. 

It  is  incredible  to  me  that  Non-Master  Files  are  allowed  to  co-exist  with  Master- 
Files  at  all!  It  creates  two  accounts  under  the  same  name  with  the  same  social  secu- 
rity number,  that  can  reflect  conflicting  balances  due  for  the  same  tax  year  for  the 
same  person.  Such  a practice  substantially  increases  the  potential  for  error  and  con- 
fusion inside  the  IRS  while  simultaneously  making  it  impossible  for  a taxpayer  to 
get  reliable  information  from  the  IRS.  The  taxpayer  either  gets  conflicting  informa- 
tion, or  in  my  case,  consistent  but  incorrect  information.  Every  day  the  taxpayer  is 
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jg*  ta£,5S  SSTiitTwljrwMVtte  ft*  ‘ —4  U another 

fT  ^r,0,ugb  no  fault  of  the  taxpayer  heUor  sbht  « lverco™e  ‘his  obstacle  to  compl/ 

the's^mnf  U<"h  °f,my  miser>'  causedbecau^ the IR^rn,,?Hn I1*68  aS  wel1  for  ^at 
the  simple  question,  “How  much  mnnev  Ha  r „e  IKS  could  not  answer  accurately 
has  not  changed.  money  do  1 owe9  As  far  as  I know,  that  condition 

he  had  paid  the  tax andnow thems^as’ aft  teLe.ph°ned  ha  nee  to  complain  that 
hra  records  with  me,  but  Ws  again-  ?e  refused  to  share 

independent  records  to  prove  eiiwL  Ini  8 tow  both  matched.  Still  I haH  nn 

forSthos 1988’  aeC°rde  t0  which  I believed VwaTen£k>H  P,aym®,nt  records’  from  the 
for  those  records  in  1997.  The  IRS  has  entitled.  I made  a second  request 

i/the  SsHfl  Wh*  £ dhas  neZ  ZT  a 

f.hiili  ■ h ing  that  information  from  me’  How  f E d a,'lythlnK  °n  this  tax, 
lability  ,s  without  the  records  of  my  j^nfrfmer?  Perh  fen°w,for  certain.  what  my 
rfwrat '?  8?.  then  their  refusal  to  share  thaMnfnr^aH  PS  h?.haK  paid  nothing,  but 

Sitei10  ,v,d“" »b« •»«  -fe 

mKfi owetI.  I remarried  in 
ana  I filed  a joint  return  in  1990  and  ’jjt'bout  incident  and  my  new  husband 

fr”.  that  if  I owed  any  money  to  "tlie'lRS  We  ,TTe  convinced 

Refund,  so  now  we  were  confident  that  the  IRS 

a with°ut  anV  -tice  and  without  our  knowledge,  the  IRS  filed 

lo^if 5^5“^  m the  ,mm  b°me  sJfd  aa  a result  of 

loan  if  we  did  not  immediately  get  the Iffiiu  Th,e  !tin,deTr,  threatened  to  call  our 

* Ksaxr-Ta 

Mi?  ^ bad  gone  up  t°  over  $8  0001  eanwhile,  while  the  assessment 

thf  U °Ut°  madeW^htoiL%fh]|Iederal  Ta*  Court  did  not 

the  taxpayer  » held  to  the  agreement  not  the  irqi  ,How  co"vewent  this  is!  Only 
just  morally  wrong!  I was  very  upset'  ’ th  IRS  1 WaS  adamant  that  this  was 

by  theUIRS  i^eff ’/sincerely ^lieve^I^wed^oHi1'8®’  bas.edon  information  provided 
RS,  even  if  they  intended  to  Mlfert  t JcT  was  2)  be,cause  1 believed  the 

in  accordance  with  our  agreement.  ’ °b  Igated  to  calculate  my  collection 

nue  Officer  That  “he  k1,1  theJien  The  Reve- 

h.d  paid  3?L£."^ 

separate  collections.  He  insisted  that  if  wp  Je  evailt  • • • because  these  were 
to  offset  my  liability,  we  would  have  to  nrndu  ^ormer  husband’s  payments 

have  to  pay  it  again'.  T^  duphca^  records  otherwise  we”d 

woidd  help  us  file  for  a refund  of  the  oXge  balance  tbe  IRS  books  a"d  he 

d°At  I^ba^I^eI^ab*'^>bad' a Irisrfdy8 been ^>aid®  Pr°SPeCt  °f  efTectively  P^ng  $8,000 

who,  after Pome  a Proble™  Nation  Officer 

‘ ®w*  anything  for  the  1983  taxes  and  th£t  ™ the  conclusion  that  I,  indeed,  did 
of  this  from  the  Fresno  office  shecould  pet sh«  fot  a written  confirmation 
she  said,  the  IRS  agent  should  stop  colWtmn^^h'u^  abf.t«d  to  zero.”  Meanwhile 
thought,  “Great!  This  is  Ml  going  to  hedid  **.  However,’ 

few  days  later  she  called  me  and8  Jh ralShtened  out  soon!”  I was  wrong  A 
changed  its  mind  about  providing  her’with  the  IRS  Fresno  Office  had 

those,  there  was  nothing  ibo  aa,,u  Wlth  the  necessary  documents  and.  witbnnf 
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l made  one  final  attempt  at  masoning -iT^nd'he knewT dtlnTowe  the  money, 
ruUtdMn'tmaUee;VThee  oriyway  to  ge't  rid  of  the  tax  lien  was  to  pay  the  $8,000 

WbTteXct0^e°n\fen 

tion.  He  knew  we  were  being  sued  by  the  ba  force  us  to  pay  what  we  did 

Si  ^’vM KASft'Sn  th,  loan,  wo  had  no  .hole,  but  to  pay  ««  »» 

dxnJh".S..,  «b  1 -,*#  n yassrs  sa&bltts 

events  for  the  sake  of  overaU  eontmuity,  it  lympoi rea  heing  suffered  tremendously 
mv  husband's  and  my  own  physical  and  en\ot‘°'la  eet  the  IRS  to  honor  their 

under  the  constant  strain  of  these  repeated  a^roP^8^yt  exhausting.  We  almost 
agreement  and  collect  only  ^hat  1 oweft  AemorialUed  in  a letter.  There  were  the 
never  slept.  Every  conversation  had  th eir  bills  and  their  depressing  advice, 

visits  to  the  attorneys  and  the  accountants,  th  pr08pect  of  loosing  our  home 

“pay  it,  it’s  cheaper  than  fighting  and  the  very  p sleep,  you’re  afraid  to 

to  the  tank  if  they  called  tSe  loam  Youtat  « * lont  steeply  ^ do 

rRSaWewfrenewVwyeds!  1 cannot  describe  the  guilt,  knowing  that 

^,nthisTas  fffOTftH'A.'l  know  they  made  sacrifices  to  do  this. 

It  was  as  a selfless  act  of  love.  for  the  entire  amount  they 

a °n  Sin  “mind' S'o^Sfeing : tax  was  $2,709 

andtaat  the  original  amount  due  ^^^iggeto^ebrS^  1991,' *a  penod  of  18 
balance  was  interest  that  accrued  | anyone  to  give  me  to  pay 

S* MM-'  «'«00  fur  th.,,  nu.- 

“IrU.*,  for  th!,  payment,  we  were  6^;  wl 

Tax  Lien.  My  cashiers  check  reflected asw’eU  as  my  tax  court  docket  number, 
year  to  which  it  was  being  aPPlieJ*  J**®  j’t  nee(J[ed  to  properly  credit  the  payment. 

In  other  words,  the  IRS  had  everything  it  needed  » P™P«ee^g  of  the  check. 

I could  not  have  made  it  any  clearer  whe  e PR-L1^  in  Maryland  signed  by  a 
In  February,  1992,  a letter  The  letter  said 

r.m’krssA0';?^ 

iS«1.ES'»t*”S  ™ Portion  of  * un!«.  .he  «...  »«,  — 

neither  of  us  owed  any  money  igtlX°d  IRS  form  letter  indicating  that  the  pay^ 

In  March  1992,  we  received  ^“^“^{^‘nctually  telephoned  the  IRS  and 
ment  had  been  applied  to  our  ,19?°  ^ that  if  the  Accounting  Branch  determined 

to  credit  it  to  the  most  recent  tax  year  navment  to  my  1983  tax  year  unless 

In  other  words,  ^'“"^"^for^we^opca^  concluded  that  the  Accounting 

tnchWad!dawbha'tw:  Zco^^l  ffigJfiiSZjS 

55S  wrhdadlb"lftely0nor?eaaTonnto  think  that  the  refund  was  in  any  way  erro- 
T November  of  1996,  nearly  5 years  later,  out, oft 

prior  notice,  we  received  the  particulars  of 

to  Levy.  The  particulars  of  the  tax  being  1 reasons  unknown  to  us,  they 

the  tax  lien  that  had  been  wjfMrf  “ 0„ey  again  r^?  1 telephoned  the  agent 
changed  their  mind  and  wanted  more  (^Mg ^ because,  even  though 

who  sent  the  letter  and  was  tola  amount,  the  assessment  date— 

everything  else  was  identical— the  y®a  ’ „ ^his  assessment  and  therefore, 

there  was  an  “N”  after  my  ^lalsecunty  number  on  tms ^ File.  Re- 

I had  to  pay  it  again.  The  N>  | tbat  nobody  feems  to  know  about?  Well, 

member  those?  The  se£®Fa.t?  ®' “}!  tro  failed  to  close  it  at  the  time  we  paid  it  in 

%8lWoarS  XetherX,-p|ed  « ^get  the  ^ndK^they 

remotes, 'Xh^^^'had'^made'yet^nother  error.  Once  again,  they  demanded  that  I 


balance  their  books  and  pay  for  their  mistakes.  How  many  times  was  this  going  to 
happen,  I wondered?  A tax  attorney  informed  me  that  my  release  of  lien  was  mean- 
ingless adding,  “.  . . the  IRS  refiles  these  all  the  time.  I cannot  tell  you  how  many 
people  come  in  here  clutching  these  things  (release  of  lien)  for  dear  life  thinking 
that  they  offer  some  kind  of  protection  . . . .”  He  stated  the  Taxpayers  Bill  of  Rights 
did  not  allow  the  IRS  to  collect  interest  from  the  taxpayers  based  on  its  own  errors, 
and  even  suggested  that  I write  to  my  Congressman  but  cautioned  me  not  to  expect 
a significant  outcome  because,  . . they  (Congress)  can’t  really  do  anything  . . . ,” 
Congress  is  less  than  effective  when  dealing  with  the  IRS  on  behalf  of  taxpayers. 

I gave  Problems  Resolution  another  try.  This  time,  they  were  less  an  advocate  for 
me  than  an  arm  of  the  IRS  collection  office.  It  was,  in  fact,  the  Problems  Resolution 
Officer  who  told  me  “.  . . you  know,  you  kept  a reftmd  to  which  you  knew  you  were 
not  entitled  . . . .”  Her  tone  of  voice  was  not  friendly.  Keeping  a refund  that  you 
know  you  are  not  entitled  to  is  a crime.  She  demanded  I pay  back  the  refund.  So 
much  for  the  Problems  Resolution  Office. 

After  a brief  hospitalization  for  surgery  resulting  from  a freeway  pile  up  that  to- 
taled our  car,  my  husband  resumed  work  in  January  1997,  only  to  discover  that 
while  he  was  recovering  from  surgery  the  IRS  had  levied  against  his  salary.  My 
husband  would  be  allowed  to  keep  $18  a week  to  support  me  and  the  children  for 
approximately  two  months.  Anyone  entering  a grocery  store  today  knows  that  is 
tantamount  to  condemning  us  to  a soup  kitchen  for  our  meals.  Two  months  of  being 
unable  to  meet  our  financial  obligations  would  have  sent  us  into  bankruptcy  and 
foreclosure.  Again,  the  innocent  spouse  was  going  to  be  punished  for  my  old  tax 
problem. 

To  protect  his  ability,  to  provide  for  his  children  and  myself,  my  husband  set  up 
a separate  residence  in  San  Clemente  and  filed  for  divorce  on  February  3,  1997.  In 
California,  the  day  you  file  for  divorce  your  salary  is  your  sole  and  separate  prop- 
erty. The  IRS  ignored  that  fact  and  left  the  levy  in  place.  In  an  unusual  determina- 
tion, the  county  refused  to  comply  with  the  second  levy  and  my  husband's  income 
was  safe.  However,  his  retirement  fund  was  not.  That  was  community  property  and 
we  fully  expected  the  IRS  to  swoop  in  the  next  day  and  take  the  whole  thing.  So, 
on  the  5th  of  February  1997,  I filed  bankruptcy  to  stop  the  IRS  long  enough  for  us 
to  figure  out  what  to  00  about  this. 

My  bankruptcy  notice  was  hand  delivered  the  same  day.  The  following  day  the 
IRS  notified  me  that  my  schedule  C’s  for  1993,  1994  and  1995  were  “questionable,” 
and  asked  me  to  reconsider  them.  We  took  this  as  a thinly  veiled  threat  to  puni- 
tively  audit  our  returns. 

The  IRS  refiled  the  lien  for  which  I had  a release.  We  discovered  this  in  March 
of  1997.  1 am  informed  that  this  is  common  practice.  The  liens  threatened  my  hus- 
band’s residence  which  was  his  separate  property  but  the  IRS  ignores  this  in  com- 
munity property  states.  I have  been  informed  that  the  liens  would  survive  the  bank- 
ruptcy, as  all  liens  do.  So  even  though  this  was  his  sole  and  separate  property,  it 
was  possible. 

My  now  widowed  mother  could  not  bear  watching  us  go  through  this  and  took  out 
a loan  against  her  retirement  so  we  could  pay  the  IRS  and  get  this  over  with.  How- 
ever, my  husband  and  I knew  that  paying  the  demand  would  never  resolve  this.  We 
tried  that  in  1991.  They  would  screw  this  payment  up  too  and  in  a few  years  be 
back  for  more  “with  interest.”  We  needed  closure,  some  way  to  end  this  forever. 

Since  the  real  problem  occurred  back  in  1989,  and  the  IRS  never  correctly  set  up 
my  account  for  $3,500,  and  because  every  penny  over  that  amount  was  a result  of 
that  error,  we  determined  that  under  the  Taxpayer’s  Bill  of  Rights  provision  that 
the  IRS  could  not  make  us  pay  interest  for  their  mistakes.  We  should  not  owe  more 
than  $3,500.  If  we  could  get  the  IRS  to  correct  their  errors  we  should  be  able  to 
pay  $3,500  and  be  done  with  it.  So,  that’s  what  we  did.  We  made  a directed  vol- 
untary payment  of  $3,500.  We  put  the  rest  of  the  money  in  a CD  in  case  the  IRS 
swoopea  in  to  destroy  us  unannounced.  We  waited. 

Our  lives  are  now  forever  altered.  Joint  tenancy,  joint  bank  accounts,  joint  tax  re- 
turns are  no  longer  a part  of  our  life.  We  will  pay  additional  taxes  every  year  as 
a result.  Our  confidence  in  the  integrity  of  the  IRS  has  been  completely  shattered. 
This  year  we  got  a refund  on  our  1996  taxes  and  sits  in  a CD  as  does  the  $3,500 
that  the  IRS  recently  returned  to  us  without  any  explanation.  We  don’t  dare  cash 
refund  checks  anymore.  My  credit  is  completely  destroyed,  and  my  husband’s  credit 
is  seriously  damaged.  We  will  suffer  the  effects  of  this  IRS  collection  for  the  rest 
of  our  lives. 

I originally  wrote  to  you,  Mr.  Chairman,  because  the  IRS  should  not  be  above  the 

law.  Couples  should  not  have  to  divorce  because  of  the  IRS.  Once  wm  h- ! 

volved,  tne  IRS  released  all  the  Her,-  — J - 

_ rc  ■ 


294 


295 


vide  for  our  children.  For  this,  we  will  be  forever  grateful.  However,  the  conduct  of 
the  IRS  remains  the  same,  and  for  thousands  of  other  taxpayers,  there  is  no  help. 
Ours  is  a hollow  victory  if  the  IRS  is  allowed  to  continue  this  type  of  conduct. 

People  tell  us  how  terrified  they  would  be  to  do  what  we  have  done.  They  are  con- 
vinced that  the  IRS  will  target  us  for  punitive  audits.  One  person  put  it  this  way, 
when  she  learned  we  had  written  to  Congress,  “.  . . that’s  like  painting  a bull's  eye 
on  your  chest  and  giving  the  IRS  a loaded  gun  . . . .”  She  believes  the  IRS  will  never 
forget  this  and  someday  get  back  at  us  in  retaliation.  Mr.  Chairman,  she  could  very 
well  be  right.  The  IRS  is  judge,  jury  and  executioner — answerable  to  none.  We  do 
not  believe  that  our  experience  is  isolated.  For  over  10  years  the  IRS  has  conducted 
itself  as  a legalized  extortion  operation  willing  to  commit  abusive  acts  to  collect 
money,  even  that  which  they  know  is  not  owed. 

An  agency  of  the  United  States  Government,  allowed  such  sweeping  authority  as 
that  granted  to  the  IRS,  should  be  held  to  the  highest  standards  of  honesty  and  in- 
tegrity. The  IRS  is  not.  Those  of  us  subject  to  that  authority  should  be  guaranteed 
an  accessible  and  effective  remedy  for  its  abuse.  We  are  not. 

It  is  a disgrace  to  our  nation  that  an  arm  of  our  democratic  government  is  allowed 
to  behave  as  if  it  were  an  extension  of  a police  state.  I hope  that  Congress  can  act 
to  end  this  national  shame. 

Thank  you  for  allowing  me  this  time. 


Prepared  Statement  of  Hon.  Steny  Hoyer 


Mr.  Chairman,  Senator  Moynihan,  and  Members  of  the  Committee,  pleased  to  be 
able  to  testify  today  on  the  practices  and  procedures  of  the  Internal  Revenue  Serv- 
ice. As  Chairman,  and  now  as  Ranking  Member  of  the  House  Appropriations  Sub- 
committee on  Treasury,  Postal  Service,  and  General  Government,  have  spent  a 
great  deal  of  time  on  the  issues  of  tax  compliance,  IRS  management,  and  customer 
service. 

It  is  a subject  where  the  Members  of  this  Committee  have  shown  great  leadership. 
I would  like  to  commend  Senator  Kerrey,  Senator  Grassley,  and  the  other  members 
of  the  Commission  on  Restructuring  the  IRS  for  their  leadership  on  this  issue. 

IRS  employees  are  called  upon  to  do  an  extremely  difficult  job.  The  102,000  men 
and  women  of  the  IRS  who  are  responsible  for  collecting  97  percent  of  the  nation’s 
revenues  have  one  of  the  most  difficult  jobs  in  government. 

They  collect  the  funds  that  pay  to  defend  our  freedom,  educate  our  children,  and 
take  care  of  our  old.  At  the  same  time  that  Congress  has  constrained  their  funding, 
it  has  also  broadened  their  mission. 

It  is  often  said  that  it  took  an  accountant  to  catch  A1  Capone.  In  recent  years, 
because  the  profits  of  illicit  activities  such  as  drug  smuggling  and  money  laundering 
are  often  the  best  trail  to  those  who  perform  them,  the  IRS  has  been  given  respon- 
sibility for  assisting  in  criminal  investigations. 

Each  year,  the  IRS  participates  in  some  5,000  criminal  investigations. 

If  anything,  the  trend  is  asking  the  IRS  to  broaden  its  mission  further. 

Recently,  for  example,  Congress  instructed  the  IRS  to  help  in  the  important  work 
of  recovering  child  support  payments  from  deadbeat  parents  who  have  refused  to 
pay  chisel  support. 

Against  this  backdrop,  the  Commission  wisely  recommended  that  “Congress  pro- 
vide the  IRS  certainty  in  its  operational  budget  in  the  near  future"  and  call  for 
"greater  stability”  with  funding  levels. 

As  the  Commission  has  pointed  out,  Congress'  failure  to  pursue  consistent  policies 
regarding  funding,  its  frequent  changes  of  the  tax  code,  and  its  efforts  to  micro-man- 
age  the  IRS  have  all  undermined  the  ability  of  the  agency  to  manage  efficiently  in 
the  long  or  short  term. 

In  recent  years,  attacks  on  the  "gency’s  budget,  while  partially  restored  in  Con- 
ference, have  hurt  morale  and  distracted  management  from  the  task  at  hand. 

THE  CHALLENGES  FACED  BY  THE  IRS 

The  vast  majority  of  taxpayers  pay  their  full  taxes  on  time.  Nevertheless,  the  IRS 
only  collects  about  83  percent  of  taxes  owed  through  voluntary  compliance.  There 
is  currently  a balance  due  equal  to  $216  billion.  When  some  do  not  pay  their  fair 
share,  this  increases  the  deficit  and  raises  the  burden  for  everyone  else.  From  the 
point  of  view  of  fairness  alone,  it  is  necessary  for  the  IRS  to  carry  out  enforcement. 

Last  year,  of  119  million  individual  returns  filed,  2.1  million  or  1,6  percent  of  the 
total  were  selected  for  examination. 
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These  changes  underway  are  clearly  steps  in  the  right  direction. 
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This  legislation  incorporates  many  of  the  findings  of  the  IRS  Commission  on  Re- 
structuring and  will  give  the  IRS  the  new  leadership  and  flexibility  it  needs  to  pre- 
pare for  the  future.  Our  legislation  shares  many  provisions  with  legislation  proposed 
by  Senator  Kerrey,  Congressman  Portman,  and  others. 

And,  based  on  conversations  yesterday,  we  will  soon  be  adding  taxpayer  rights 
provisions  to  our  legislation.  One  example  of  that  is  equitable  tolling,  or  in  layman’s 
terms,  relaxing  the  expiration  of  the  right  to  claim  refunds  after  three  years. 

Let  me  note,  however,  that  I am  frankly  concerned  about  one  proposal  embodied 
in  their  legislation.  That  provision  would  remove  the  IRS  from  Treasury  oversight 
and  make  it  accountable  in  part  to  private  sector  executives  with  loyalties  to  organi- 
zations other  than  the  IRS. 

This  proposal  would  raise  difficult  constitutional  and  conflict  of  interest  concerns 
that  might  well  provoke  litigation.  I am  concerned  that  this  proposal  would  place 
at  risk  the  97  percent  of  our  federal  revenues  that  are  collected  through  taxes,  at 
a time  when  we  have  just  completed  a historic  agreement  to  balance  the  budget  and 
put  an  end  to  federal  deficits. 


CONCLUSION 

In  conclusion,  Mr.  Chairman,  the  abuses  that  have  come  to  light  are  intolerable 
and  steps  must  be  taken  to  end  them. 

At  the  same  time,  however,  these  abuses  should  not  keep  us  from  recalling  the 
valuable  service  provided  by  the  102,000  dedicated  men  and  women  of  the  IRS  who 

fierform  one  of  the  most  difficult  jobs  in  government.  It  is  important  to  point  a spot- 
ight  on  areas  of  abuse  in  tax  collection  activities. 

Our  constituents  rightly  expect  us  to  protect  them  from  abusive  and  illegal  ac- 
tions. This  objective  is  particularly  important  when  such  actions  are  done  in  the 
name  of  law  enforcement.  At  the  same  time,  we  must  do  so  in  the  way  that  does 
not  undermine  those  who  are  performing  crucial  law  enforcement  missions. 

As  I stated,  I believe  that  the  measures  underway  at  the  IRS  are  an  important 
step  in  the  right  direction. 

Ultimately,  these  problems  cannot  be  separated  from  the  broader  challenge  of  con- 
tinuing to  reform  the  Service  in  which  the  Treasury  Department,  the  IRS,  the  IRS 
employees’  union,  and  the  Congress  are  now  engaged.  I therefore  thank  the  Commit- 
tee for  its  leadership  in  this  arena  and  for  the  opportunity  to  testify  this  morning. 
I would  be  happy  to  answer  any  questions  that  you  may  have. 


Prepared  Statement  of  Nancy  Jacobs 

Chairman  Roth,  and  Senators  of  the  Finance  Committee,  thank  you  for  this  op- 
portunity to  appear  before  you  this  morning  to  present  my  personal  experience  with 
the  Internal  Revenue  Service. 

I am  Mrs.  Nancy  Jacobs.  My  husband,  Dr.  Fredric  Jacobs,  is  a practicing  optom- 
etrist from  Bakersfield,  California  and  we  have  operated  an  office  for  approximately 
30  years. 

When  my  husband  first  opened  his  practice  in  March  1965,  in  Stockton,  California 
he  was  assigned  an  Employer  Identification  Number,  or  EIN,  for  reporting  purposes 
to  the  IRS. 

Between  1977  and  1979,  my  husband  closed  his  practice,  but  in  November  1979, 
he  re-opened  in  a new  office  in  Riverside,  California.  We  applied  for  a new  EIN 
number  since  he  was  re-starting  the  practice  at  a new  site  and  knew  we  needed  an 
EIN  for  tax  reporting  purposes.  What  neither  of  us  knew  at  the  time  was  that  an 
EIN  is  like  a social  security  number,  it  never  needs  to  be  changed  or  renewed.  The 
original  EIN  had  been  assigned  to  us  forever.  However,  when  we  requested  a new 
EIN  from  the  IRS,  it  complied  with  the  request  and  the  IRS  provided  us  with  a sec- 
ond number.  But  what  we  didn’t  know  at  the  time  was  that  the  EIN  the  IRS  pro- 
vided to  us  in  1979  actually  belonged  to  someone  else,  someone  we  would  not  be 
aware  of  until  1992. 

By  March  of  1981,  we  were  unexpectedly  assigned  yet  a third  EIN  from  the  IRS, 
via  a pre-printed  label  on  a quarterly  941  tax  return.  However,  we  continued  to  use 
the  number  we  were  assigned  in  1979  on  all  of  our  quarterly  tax  payments. 

In  June  1981,  out  of  the  blue — without  warning,  the  IRS  placed  a lien  against  us 
for  $11,000  for  unpaid  payroll  tax  deposits.  We  couldn’t  find  anyone  with  the  IRS 
who  would  do  us  the  courtesy  of  checking  the  lien  against  the  EIN  we  had  been 
using. 

After  attempting  to  deal  with  the  IRS,  my  husband  and  I were  so  intimidated  by 
the  tactics  used  by  the  IRS  that  we  agreed  to  pay  the  IRS  $250  a week  until  the 
balance  was  paid.  For  anyone  who  has  not  had  to  deal  with  the  IRS  under  such 
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is  an  attitude  that  permeates  the  IRS.  It  is  one  of  manipulation  and  control  of  the 
taxpayer.  Both  my  husband  and  I were  met  with  indifference  when  dealing  with  the 
IRS  Offices.  IRS  employees  were  not  interested  in  listening  to  us,  much  less  inves- 
tigating our  assertions.  They  assumed  we  were  guilty — that  we  owed  the  money! 
The  IRS  is  beyond  the  law.  Congressional  inquiries  on  our  behalf  met  with  only 
limp  responses.  Mr.  Chairman,  an  agency  with  this  type  of  power  over  American 
citizens  requires  someone  to  rid  it  of  such  abusive  conduct.  My  husband  and  I com- 
mend you  for  your  effort  here  today  to  accomplish  that  goal. 


Prepared  Statement  of  Hon.  J.  Robert  Kerrey 

Mr.  Chairman,  Americans  do  not  have  confidence  in  the  IRS,  and  for  good  reason. 
The  National  Commission  on  Restructuring  the  Internal  Revenue  Service,  which 
I co-chaired,  was  given  unprecedented  access  to  the  inner  workings  of  the  IRS  and 
its  employees.  After  12  days  of  public  hearings,  hundreds  of  hours  of  testimony  from 
taxpayers  and  tax  experts,  and  over  300  private  interviews  with  front-line  employ- 
ees, the  Commission  found  an  agency  that  could  not  answer  its  phones,  had  no  clear 
management  strategy,  and  lacked  technological  sophistication. 

In  snort,  we  found  an  agency  that  was  not  serving  the  best  interests  of  the  Amer- 
ican taxpayer. 

This  agency — which  ranks  below  the  CIA  in  popularity  with  the  American  peo- 

fde — is  responsible  for  collecting  95%  of  the  nation’s  revenue.  However,  it  is  given 
ittle  if  any  oversight  from  the  Treasury  Department  and  has  murky  lines  of  leader- 
ship and  accountability.  And  although  law  enforcement  measures  are  used  to  bring 
in  only  3%  of  what  is  collected,  the  IRS’s  culture  and  atmosphere  are  such  that  all 
taxpayers  are  treated  as  if  they  were  guilty  of  something,  no  matter  the  reason  for 
contact. 

Our  commission  found,  for  the  most  part,  that  IRS  employees  were  hardworking 
public  servants.  But  with  baffling  management  and  oversight  procedures  and  flawed 
computer  systems,  these  employees  are  operating  under  stifling  working  conditions 
and  are  paralyzed  by  a monstrous  tax  code  that  has  grown  from  a quarter  inch  thick 
when  the  IRS  was  created,  to  over  a foot  tall  today. 

Mr.  Chairman,  it  is  important  to  point  out  that  the  growth  of  size  and  complexity 
is  the  product  of  both  Republicans  and  Democrats  ana  both  Congress  and  Adminis- 
trations past  and  present.  We  have  written  and  passed  the  laws  that  create  the 
code. 

For  example,  the  alternative  minimum  tax  (AMT),  which  was  created  to  prevent 
affluent  taxpayers  from  using  tax  shelters  and  deductions  to  avoid  paying  income 
tax,  may  raise  the  tax  burden  on  middle-class  single  parents  and  families  earning 
$50,000  to  $75,000  under  the  new  tax  bill.  No  doubt,  all  involved  had  the  best  of 
intentions — to  allow  family  and  education  tax  credits  to  hardworking  middle  Amer- 
ican taxpayers.  Unfortunately,  neither  Congress  or  the  Administration  bothered  to 
explore  the  effects  this  credit  would  have  on  the  tax  code  and  taxpayers.  Thus,  the 
result  is  a mess  for  the  American  Taxpayer  and  the  IRS. 

Complexity  is  made  worse  by  inconsistent  management  and  oversight.  The  Com- 
mission did  not  find  a distinct  pattern  of  corruption  with  IRS  employees  or  oper- 
ations. We  did  find  a culture  and  atmosphere  which  is  ripe  for  the  kind  of  harass- 
ment and  inappropriate  audits  and  seizures  this  Committee  will  hear  about. 

We  found  that  performance  measures  do  not  encourage  employees  to  treat  tax- 
payers fairly  and  respectfully.  Furthermore,  the  computer  system  makes  it  nearly 
impossible  for  front  line  employees  to  assist  taxpayers  with  their  problems.  If  a tax- 
payer receives  an  erroneous  notice  from  IRS  and  calls  them  for  help  and  clarifica- 
tion, the  IRS  employee  must  access  up  to  nine  databases  to  get  the  taxpayer  the 
needed  information.  An  interaction  with  IRS  is  often  like  a wrestling  match  with 
a faceless,  nameless  computer,  rather  than  an  interaction  with  a helpful  representa- 
tive, aiming  to  serve  the  taxpayer. 

Senator  Grassley  and  I are  proposing  legislation — S.  1096,  the  IRS  Restructuring 
and  Reform  Act  of  1997 — that  will  comprehensively  restructure  and  reform  the  IRS 
from  customer  service  to  oversight  and  management. 

Our  goals  are  simple.  We  believe  a citizen  in  Omaha,  Nebraska,  or  Lincoln,  Hast- 
ings, Kearney,  Scottsbluff  or  any  other  city  in  America  should  get  a helpful  voice, 
not  a busy  signal,  when  they  call  the  IRS  for  help.  We  believe  it  should  be  easy 
to  file  a tax  return.  And  we  believe  the  culture  at  the  IRS  should  reflect  a believe 
that  the  IRS  works  for  the  people,  not  the  other  way  around. 

The  abuses  we  will  hear  about  this  week  are  symptoms  of  a larger  problem:  The 
IRS  is  insulated  from  the  citizens  it  is  supposed  to  serve.  For  that  reason,  we  pro- 
pose making  the  IRS  independent  from  Treasury  to  become  more  accountable  to  the 
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T7  Sii  t,ary  andihe  Administration  to  ease  the  administrative  and  over 
sight  burden  placed  on  a Treasury  Department  already  responsible  for  11  other 

the  Secret  Service  and  custoL’  to 

MiPr/iv,!0/  tli5  ove,rfVght  b?ard  ba,ve  been  misleading  the  public  about  the  make- 
,fnd  ,have  given  false  impressions  of  the  content  of  the  legislation 

siorier  Ratbfr  ‘ f ' 3ard  u ™ designfd. to  mn  the  IRS.  that  is  the  job  of  the  Commis- 
™ h ’•  L d as8ure  Public  accountability  and  assist  the  Treasury  Sec- 
retary on  oversight,  management  and  budgeting  issues.  The  IRS  and  Treasury  have 
aParatad  f°r  too  long  in  the  shadows,  unaccountable  to  the  people.  This  public  over- 
Cygb  board  would  ensure  that  knowledgeable  citizens  continually  monitor  the  agen 

A major— and  false— criticism  of  the  board  is  that  it  would  turn  the  IRS  over  to 
a board  of  corporate  CEO’s.  That  is  simply  untrue.  t0 

Our  legislation  clearly  states:  “the  Composition  of  the  [oversight!  board  shall  be 
™embers  of  whom  seven  shall  be  individuals  who  are  not  full-time  Federal  offi- 
^ wbo  ar®  appointed  by  the  President,  by  and  with  the  advice  and 

nneak1  vn,thfi,Solate*and  '?b?  sbaI1  be  considered  special  government  employees 
One  shall  be  the  Secretary  of  the  Treasury,  one  shall  be  a representative  of  an  orga 

“y the ^Prehs?denT’reSen  3 substantial  number  of  IRS  employees  who  is  appoinfed 

Our  legislation,  as  you  can  see,  does  not  specify  or  mention  “CEOs.”  The  President 
the  aPP01n,tments  and  the  Senate  must  confirm— plain  and  simple  I 
perh?ps  Treasury’s  concerns  that  our  recommended  board  would  be 
Ss^ur  seR-nte«sted  CEOs  is  more  of  a statement  of  whom  Treasury 

thinks  our  President  will  appoint,  than  on  our  legislation.  y 

re^nTafiorffnbC(mirro^Sir  bgard  ™ade,uP  taxpaying  citizens,  who  aside  from  rep- 
too  long  Congress,  have  been  denied  a say  in  the  tax  collecting  process  for  far 

rweaSUm’  °n  tb!  hand’  recommends  the  appointment  of  an  advisory  board 
that  would  consist  of  20  government  officials  and  another  board  that  woufd  have 
no  influence  or  power  And  while  our  legislation  attempts  to  give  citizens  a say  in 

port  of  a broad  base  of  groups  from  the  National  Taxpayers  Union  to  the  IRS  em- 
ployees union— the  National  Treasury  Employee  Union  (NTEU)  They  support  it  for 

“r  “■* »“  »■" « “• «-  'rh 

maRn°UYelythelRS  tP?y  their  taxf  "“hout  IRS  intervention,  Mr.  Chair- 

Amer  taxpa>'e,rs  wbo  come  in  contact  with  it  as  if  85%  of 

Americans  DO  NOT  pay  their  taxes  unless  the  IRS  intervenes 

„r„  T8”8  d°nt  have  to  like  paying  taxes,  but  it  is  not  too  much  that  the  simplest 
ttJt f*St ions— wh8t  we  owe,  why  we  owe  it,  and  how  we  should  pay— get  answered 
Unfortunately  for  the  past  50  years,  nobody’s  been  able  to  give  those  simple  an 
swers.  Our  legislation  goes  a long  way  toward  doing  just  that,  and  I hope  that  after 

tofng a^fo™* ActTfTM?  """  proceedinK8  on  S‘  1096'  tha  IRS  Restmc- 

i the  “£  we  raat’  Mr-  Chairman,  but  Congress  played  a role 

m the  agency  s demise.  So  if  we  don  t like  what  is  going  on  at  the  IRS*  we  need 
to  change  the  laws  governing  the  IRS.  These  hearings  are  a good  first  step  towards 
making  IRS  more  accountable.  But,  we  need  structures  in  place  which  ensure  IRS 
is  accountable  in  the  years  to  come.  ensure  mn 

B;tW  MX,C°AeCt°r  d°eS  not  bave  l,°  be  our  friend>  but  it  should  not  be  our  enemy 
rinh»  LM  r '^itn?anS  pay  tiwes : than  vote,  and  perhaps  that  is  why  so  few  Ameri 
cans  have  faith  that  our  system  of  government  works  for  them. 

I,„;,i,"‘eve  reforming  the  IRS— improving  phone  service,  payment  options,  filing  pro- 
S "V Moment  and  oversight-will  not  only  enhance  compliance  and  cus- 

ment^'of.^y  and  for  ttm  peopled  t0W3rd  feith  that  We  truIy  are  a g<1Ve™ 


Cha™  Roth,  Ranking  Member  Moynihan,  Committee  Members,  my  name  i 
Joseph  b . Lane  and  I am  an  Enrolled  Agent  engaged  in  private  oractire  in 
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Park,  California.  I am  appearing  today  on  behalf  of  the  National  Association  of  En- 
rolled Agents. 

Enrolled  Agents  are  tax  professionals  licensed  by  the  Department  of  the  Treasury 
to  represent  taxpayers  before  the  Internal  Revenue  Service.  The  Enrolled  Agent  des- 
ignation was  created  by  Congress  and  signed  into  law  by  President  Chester  Arthur 
in  1884  to  ensure  ethical  and  professional  representation  of  claims  brought  to  the 
Treasury  Department.  Members  of  NAEA  ascribe  to  a Code  of  Ethics  and  Rules  of 
Professional  Conduct  and  adhere  to  annual  Continuing  Professional  Education 
standards  which  not  only  equal  but  exceed  IRS  requirements.  Today,  Enrolled 
Agents  represent  taxpayers  at  all  administrative  levels  of  the  IRS. 

We  understand  the  focus  of  the  Committee’s  hearings  over  the  next  three  days 
will  be  the  practices  and  procedures  of  the  IRS.  The  members  of  NAEA  work  with 
the  employees  of  the  Internal  Revenue  Service’s  Examination  and  Collection  Divi- 
sions on  a daily  basis.  Since  we  represent  individuals  and  small  business  owners 
before  the  IRS,  Enrolled  Agents  are  uniquely  positioned  to  provide  substantive  input 
to  the  Service  on  the  effect  its  policies  have  on  the  average  taxpayer  and  to  provide 
feedback  to  Congress  on  the  practical  feasibility  and  administrability  of  the  tax  code 
sections  it  enacts  into  law.  We  offer  in  our  statement  today,  some  observations 
about  what  is  working  well  within  the  Service  as  well  as  areas  we  feel  need  to  be 
improved.  We  also  offer  some  suggestions  about  possible  structural  realignments  for 
the  Committee  to  address  with  the  new  nominee  for  Commissioner  of  IRS  in  the 
upcoming  confirmation  hearing. 

We  are  pleased  that  the  legislative  recommendations  of  the  National  Commission 
on  Restructuring  the  IRS  are  pending  before  the  House  and  Senate  tax  writing  com- 
mittees at  present.  Representatives  of  NAEA  testified  at  five  public  hearings  con- 
ducted by  the  National  Commission  on  Restructuring  the  IRS  and  we  submitted 
written  testimony  for  the  record  for  a sixth  hearing.  In  addition,  our  National  staff 
attended  numerous  informal  meetings  with  Commission  staffers  and  Commis- 
sioners. We  praised  the  work  done  by  the  Commission  in  focusing  on  constructive 
ways  of  improving  our  tax  administration  system  and  making  the  IRS  more  respon- 
sive to  taxpayer  input.  We  support  the  Commission’s  recommendations  which  have 
been  incorporated  into  the  pending  legislation.  We  believe  the  true  bipartisan  na- 
ture of  the  Commission's  deliberations  and  the  earnest  give  and  take  of  the  demo- 
cratic process  have  produced  a set  of  recommendations  which  are  carefully  woven 
together  and  interdependent  upon  each  other  to  bring  about  the  change  all  agree 
is  necessary  in  the  way  our  tax  administration  system  works.  We  urge  the  Senate 
to  pass  S.  1096,  the  Grassley-Kerrey  bill,  so  the  restructuring  of  our  tax  agency  can 
proceed  as  soon  as  possible. 

WHAT  IS  GOING  RIGHT  WITH  IRS? 

We  believe  the  Service  should  be  commended  for  the  way  it  has  embraced  the  rec- 
ommendations for  improvement  which  were  contained  in  the  National  Commission’s 
report.  We  understand  that  not  every  recommendation  was  welcomed  with  enthu- 
siasm but  we  have  been  impressed  with  the  open  and  nondefensive  stance  the  Serv- 
ice has  exhibited  in  deciding  to  implement  as  many  recommendations  of  the  Com- 
mission as  are  administratively  permissible. 

We  applaud  the  recent  selection  of  Bob  Barr  as  the  new  Assistant  Commissioner 
for  Electronic  Tax  Administration.  The  willingness  to  recruit  knowledgeable  outside 
expertise  to  fill  critical  positions  is  a mark  of  an  agency  willing  to  change.  We  hope 
to  see  more  efforts  to  bring  the  best  minds  and  best  systems  to  bear  in  resolving 
the  problems  confronting  the  Service. 

We  welcome  the  recently  published  Request  for  Proposals  for  ways  to  expand  the 
electronic  filing  program.  We  believe  as  a result  of  the  National  Commission’s  efforts 
the  IRS  will  now  consider  to  a far  greater  degree  and  with  much  more  responsive- 
ness the  feedback  it  receives  from  the  tax  practitioner  community  regarding  the 
great  potential  of  widespread  electronic  filing.  We  are  concerned  about  the  delay  in- 
herent in  any  RFP  process  and  believe  the  Service  could  implement  several  rec- 
ommendations already  before  it  which  would  impact  next  year’s  filing  season  imme- 
diately. 

We  can  also  applaud  some  of  the  initiatives  the  IRS  field  components  are  under- 
taking to  increase  their  responsiveness  to  local  practitioner  and  taxpayer  input.  In 
the  past  month,  our  Members  have  attended  many  sessions  around  the  country  with 
local  IRS  officials  and  reported  back  to  us  that  they  have  seen  some  new  willingness 
to  open  up  the  decision-making  process  where  possible  to  factor  in  outside  stake- 
holder input.  We  have  seen  this  concept  work  very  well  for  the  past  several  years 
in  the  Central  California  District  with  its  Win-Win  teams  composed  of  Service  em- 
ployees and  tax  practitioners.  We  are  starting  to  see  it  work  in  the  Pacific  North- 


west District  with  the  Small  Business  Laboratory  and  in  the  Gulf  States  District’s 
renewed  practitioner  outreach  efforts.  uiscnct  s 

We  can  also  report  to  you  that  the  Service’s  National  Office  is  making  a concerted 

SS?  pptTp?“an-  bttt€r  Witl?  NAEA  and  311  national  ta*  Professional  orgardTa 

olu^toifo^dtoputeTan^d^fference^of8 3pinionP°S'tiVe  8tm0SPhere  for  constructive  res- 

EMPLOYEE  MORALE  ISSUES  OF  CONCERN  TO  NAEA 
We  would  like  to  discuss  the  current  state  of  employee  morale  in  the  IRS  We 
amoenrSee^em5foyeaeSs  * ^ ,ncreas,n^  deteriorating  esprit  d’corps 

tbeVaUtL^ry  bef°re  the0H<!use  Way*  \nd  Means  Oversight  Subcommittee  and 

that^lAO  fit, v^to<?S,Cm  °nJte  U me  the  IRS’  we  urged  that  Congress  request 
that  GAO  study  this  issue.  The  reason  we  are  concerned  about  this  problem  is  that 

conJPllanee.  system  depends  on  both  sides  of  the  table  being  staffed 
by  competent,  motivated  individuals  who  share  a responsibility  to  ensure  that  the 

irrenfittodTtterhdfCOn8,6tentlyiand  fairly  ™s  means  that  individual  taxpayers 
^ th  best  representation  possible  before  the  Service  when  their  indi- 

moani  re,t,u!T’3  are  being  audited  or  their  individual  taxes  collected.  It  also 
means  that  all  taxpayers,  as  a group,  are  entitled  to  the  best  possible  people  rep- 
resenting the  public  interest  to  ensure  correct  returns  are  filed  and  thePcorrect 
amount  of  taxes  are  assessed  and  paid.  correct 

The  perception  of  all  taxpayers  about  the  fairness  and  impartiality  of  the  tax  ad- 
ministration system  is  dependent  on  confidence  that  their  interests  are  adequately 
7Sfd  by  th?  officers  and  agents  of  the  Service.  We  believe the cufrent Itate 
resection ^ofThTp^blic  interest  “ Jeopardizes  this  PercePtio"  of  adequate  rep- 
aJ^u,r  Members  continually  provide  us  with  information  about  dispirited  employees 
r°T  th!lr  att*tud®8  have  detrimental  effects  on  taxpayers.  Government  agents 
Tnd  nntofaf  UP°n  and  y?ct*mlz®d  by  continual  criticism  and  harping  in  the  media 
and  political  arenas  easily  develop  a callousness  when  dealing  with  taxpayer  cases 
assigned  to  them.  This  is  a human  reaction  and  is  very  unlewtandS  but  ft  1 
aSRvIfhfS  L,^®3/  °H. vo‘untary  system  as  anything  else  confronting  it  today! 

By  the  very  nature  of  its  function,  the  IRS  is  not  a popular  place  to  work  and 
will  always  encounter  problems  in  recruiting  the  best  talent  available  It  is  further 
hampered  in  its  effort  to  bring  in  new  talent  when  the  esprit  dWs  falls  to  the 
level  where  employees  cannot  recommend  employment  with  the  Service  This  leaves 
the  Service  with  the  unenviable  task  of  revising  job  criteria  to  fill  jobs  with  the  peo- 
ple  available  rather  than  recruiting  choice  personnel.  Often  those  who  are  selected 
have  limited  promotion  potential  within  the  organization. 

ai i .eVC jj°ngres?  fihould  8.tudy  tbe  whole  issue  of  employee  morale  and  task 
of  P?A(iit0  !ddrenS  ^hat  *n9entlves  could  be  pursued  to  bolster  the  IRS  recruitment 
of  competent,  well  educated,  promotable  individuals  for  government  service  One 
suggestwn  might  be  to  explore  the  possibility  of  paid  internships  for  tex  and  ac 
counting  students  to  work  within  the  Service  for  several  years  prior  to  commencing 

f^?rtom!fofCfe  fThlS  W°?  (d  provid.e  excellent  on  the  job  training  and  development 
2"™“  of  future  Practitioners;  insure  a steady  supply  of  well  educated  govem- 
employees,  regularly  give  the  Service  an  infusion  of  new  viewpoints  with  the 
end  product  being  increased  taxpayer  confidence  and  satisfaction. 

COLLECTION  ISSUES 

the  CommRteeVeral  Collection  prograrn  Policy  areas  we  feel  need  to  be  reviewed  by 

The  Use  of  Standard  Expense  Allowances  in  Determining  Collection  Actions 
J5  ba^e  reviewed  the  legislative  proposal  drafted  by  the  American  Bar  Associa- 
tions Tax  Section  and  concur  with  the  concept  that  the  Service  should  be  barred 
nnto„Pftfgf  StatjBtl-Ca  y generated  average  expenses  in  favor  of  considering  the 
raXtio^  decfs*ionslrCUmStanCeS  °f  6acb  taxPa*'er’s  case  in  making  collection  case 

HatoenXX»SataPnid  fendcers  ft081110"  that  using  the  Bureau  of  Labor  Statistics 
J pl3ying/;e!d  among  a11  taxpayers.  The  Service  maintains  that 
ib®  8^"dards  we.re  developed  to  answer  taxpayer  and  practitioner  complaints  about 
°£  taxPayers.  We  agree  that  if  the  result  of  the  use  of  stand- 
fnoK  was  consistent  treatment  it  would  be  an  acceptable  result,  but  we  are  increas- 

to8ifs  hvCnnneMab°LUt  tb|  ack  °f  g00,d  judgment  being  exhibited  in  cases  reported 
to  us  by  our  Members.  Service  employees.  esneriallv  
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pensated  based  on  the  complexity  of  their  cases.  When  the  National  Office  dictates 
that  standard  allowances  be  used,  then  more  often  than  not  the  standard  amount 
becomes  the  final  answer  despite  the  fact  that  the  Internal  Revenue  Manual  permits 
some  deviation  from  the  standards  in  exceptional  cases  with  supervisory  approval. 
This  "checklist  mentality”  approach  leads  to  as  many  inequities  as  the  prior  system 
of  evaluating  each  taxpayer  on  their  actual  expenses  and  has  caused  some  new  con- 
cerns to  crop  up,  notably  in  the  areas  of  bankruptcy  and  offers  in  compromise. 

There  has  been  a dramatic  increase  in  the  number  of  personal  bankruptcies  since 
January  1996.  The  increase  last  year  was  in  excess  of  25%  despite  a very  strong 
economy  in  almost  every  part  of  the  country.  In  our  opinion,  many  of  these  m- 
creasedy bankruptcies  were  the  direct  result  of  the  IRS  imposition  of  Nat^al  and 
Local  standard  expense  allowances  for  use  in  reaching  Collection  case  determination 
decisions  in  October  1995.  In  many  instances,  these  limits  on  what  a ^Payer  may 
claim  as  a necessary  and  reasonable  monthly  expense  has  benefitted  the  Service  to 
the  detriment  of  other  unsecured  creditors  and,  in  some  cases,  secured  creditors  who 
enjoyed  lien  priority  to  the  IRS  liens.  This  is  especially  true  with  respect  to  real  es- 

^We'do  not  believe  this  effect  was  ever  intended  by  Congress  when  enacting  the 
Federal  Tax  Lien  statutes.  These  standards  have  a pervasive  effect  as  they  impact 
any  case  resolution  decision  relating  to  the  ability  of  the  taxpayer  to  secure  an  offer 
in  compromise,  an  installment  agreement  or  a determination  that  the  tax  is  cur- 

re?n^nOTyC  geographical  areas,  the  standard  expense  allowances  for  housing,  utili- 
ties, property  taxes,  homeowners  or  renters  insurance,  association  fees  and  property 
maintenance  and  repairs  are  absurdly  low.  As  a consequence,  many  practitioners 
have  been  forced  to  recommend  that  their  clients  seek  the  protection  of  the  bank- 
ruptcy court  as  there  simply  is  no  way  to  resolve  the  matter  administratively  within 

^When  we  raised  this  issue  with  IRS  National  Office  Collection  officials  last  sum- 
mer we  were  advised  that  their  new  policy  had  no  impact  they  could  discern  on 
bankruptcies.  We  believe  there  is  ample  indication  that  there  is  a direct  cause  and 
effect  and  urge  the  Committee  to  ask  that  GAO  examine  the  problem. 

Inconsistent  Enforcement  Policies  Across  the  Nation 
The  Service  explained  that  the  purpose  for  imposing  the  use  of  the  reasonable  and 
necessary  expense  allowances  was  to  eliminate  inconsistencies  in  application  of  en- 
forcement criteria.  We  have  long  complained  about  these  regional  inconsistencies 
and  we  agreed  with  the  Service  that  some  effort  at  uniformity  was  needed  at  the 

^WeTnow  find,  however,  that  new  inconsistencies  keep  cropping  up  in  the  way  the 
local  districts  are  choosing  to  interpret  the  “standards,”  as  if  the  tern  standard  was 
open  to  debate.  For  example,  some  districts  now  hold  out  a policy  that  they  will  not 
permit  an  installment  agreement  to  pay  off  back  payroll  tax  obligations,  even .if 'the 
debtor  business  is  now  current  and  complying.  This  causes  urmecessaiy  busines 
failures  and  bankruptcies,  not  to  mention  grievous  equity  losses  to  the  small  busi- 

^The  Service  made  a point  of  restricting  the  allowable  expense  criteria  to  individ- 
ual taxpayers,  rightfully  deciding  that  business  entities  had  too  diverse  a group  of 
necessary  expenses  to  ever  arrive  at  a fair  allowance  number.  Despite  this  wise  Na- 
tional Office  policy,  it  has  not  prevented  local  distncts  from  proceeding  to  limit  ex- 
penses on  business  taxpayers  who  are  self-employed.  ...  . , . 

V We  have  had  complaints  that  Revenue  Officers  have  not  allowed  legitimate  busi- 
ness travel  expenses  where  the  taxpayer  failed  to  secure  a sale  on  the  top  in  ques- 
tion. This  is  a prime  example  of  why  decisions  of  field  Revenue  Officers  need  to  be 
subjected  to  a real  appellate  review  process.  „ . . 

We  have  also  heard  of  Revenue  Officers  allowing  only  the  amount  authorized  by 
the  local  housing  and  utility  standard  to  taxpayers  who  ran  substantial  businesses 
out  of  their  homes  and  should  have  been  permitted  a higher  amount  of  expense  al 
lowance  to  reflect  the  true  cost  of  the  business  activity.  .... 

We  have  also  had  complaints  about  Revenue  Officers  not  allowing  business  ex- 
penses for  automobile  and  truck  costs  incurred  in  the  course  of  the  taxpayers  busi- 
ness—but  rather  limiting  the  taxpayer  to  the  local  transportation  standard  expense 
allowance  developed  for  individuals. 

All  of  these  examples  indicate  we  have  a standard  that  is  not  a standard  in  the 
eyes  of  many  local  Revenue  Officers. 


Collection  Statute  Extension  Authority  Questioned 
The  Internal  Revenue  Code  permits  the  Service  to  request  taxpayers’  agreement 
to  extend  the  statutory  period  for  collection  of  their  tax  debts.  The  current  statutory 
period  for  collection  is  ten  years  from  the  date  of  the  assessment.  This  ten  year  stat- 
ute was  increased  from  six  years  in  October,  1990.  In  our  opinion,  current  IRS  pro- 
cedures for  seeking  statute  extension  approvals  from  taxpayers  need  a total  over- 
haul. It  should  be  an  exceptional  case  where  the  Service  is  not  able  to  collect  the 
assessment  within  the  ten  years  permitted  by  statute. 

One  would  be  reasonable  to  assume  that  requests  for  taxpayers  to  extend  statutes 
were  rare.  In  fact,  the  Collection  Division  Automated  Collection  Service  (ACS)  has 
begun  requiring  taxpayers  who  request  installment  agreements  and  cannot  fully  pay 
their  tax  obligation  within  ten  years  to  sign  extensions  on  the  collection  statute  now 
even  though  there  may  be  as  much  as  9.5  years  left  on  the  statute.  For  example, 
a taxpayer  filed  a 1996  return  on  April  15,  1997  owing  $10,000.00.  The  IRS  review 
of  the  taxpayer’s  financial  condition  revealed  an  ability  to  pay  installments  of  $55.00 
per  month.  The  taxpayer  was  asked  to  sign  an  extension  until  the  year  2012!  In 
a contrasting  situation,  a taxpayer  with  no  ability  to  pay  monthly  would  have  their 
case  reported  as  "currently  not  collectible”  and  suspended  without  being  asked  for 
the  statute  extension.  We  question  if  the  current  statute  permitting  extensions  is 
still  needed  in  light  of  the  10  years  permitted  to  collect.  After  all,  the  Service  always 
has  the  right  to  reduce  its  lien  to  a civil  judgment  if  it  feels  additional  time  is  war- 
ranted to  effect  collection. 

Congress  should  examine  the  whole  issue  of  permitting  the  extension  of  Collection 
statutes  and  at  the  very  least  should  consider  establishing  some  dollar  criteria 
threshold  before  a statute  extension  request  could  be  made  of  a taxpayer.  In  the  in- 
terim, we  suggest  that  the  Service  be  required  to  provide  every  taxpayer  asked  to 
sign  a statute  extension  with  a publication  specifically  addressing  the  implications 
of  signing  or  refusing  to  sign  such  requests.  Additionally,  we  think  Service  requests 
for  extension  ought  to  be  in  writing  and  that  the  taxpayer  should  be  provided  with 
a 5 business  day  “cooling  off”  period  to  seek  professional  advice  concerning  the  re- 
quest for  extension.  Finally,  in  the  event  Service  personnel  coerce,  mislead,  or  mis- 
inform taxpayers  about  the  consequences  of  statute  extensions  then  taxpayers 
should  have  the  right  to  revoke  the  extension  and  the  original  statute  date  should 
be  reinstated  even  if  that  means  the  Service  becomes  effectively  barred  from  farther 
Collection  efforts.  These  changes  would  go  a long  way  towards  making  taxpayers 
feel  the  Service  is  adhering  to  both  the  spirit  and  the  letter  of  the  law. 

Collection  Appeals  Process  Isn’t  an  Appeals  Process 
The  Service  introduced  an  “appeals”  process  for  Collection  cases  last  winter  and 
made  much  to  do  about  how  it  afforded  taxpayers  the  opportunity  to  seek  an  appel- 
late review  of  such  matters  as  the  filing  of  the  notice  of  federal  tax  lien,  withdrawal 
or  denial  of  a request  for  an  installment  agreement,  and  seizures  of  taxpayer  assets. 

The  scope  of  this  program  is  so  circumscribed  by  the  procedural  limitations  im- 
posed that  it  really  does  not  constitute  a true  appellate  process.  The  appeals  func- 
tion is  limited  to  reviewing  whether  or  note  the  decision  by  the  Collection  officer 
adhered  to  the  procedural  requirements  of  the  Internal  Revenue  Manual  only.  It 
does  not  permit  any  appellate  review  of  the  judgment  or  conduct  of  the  Collection 
officer. 

The  one  beneficial  aspect  of  this  process  from  our  viewpoint  is  that  it  requires  the 
involvement  of  the  Collection  group  manager  prior  to  the  case  going  up  to  Appeals. 
This  is  a welcome  sign  that  the  National  Office  wants  group  managers  to  become 
more  involved  in  the  taxpayer  case  management  and  negotiation  process,  something 
which  has  been  sorely  neglected  in  the  past  decade. 

We  believe  the  lack  of  taxpayer  and  practitioner  use  of  this  “appeals”  process  is 
ample  evidence  that  this  program  is  not  perceived  as  a fair  and  independent  appel- 
late procedure  and  believe  the  Committee  ought  to  examine  its  intent  and  practice. 

EXAMINATION  ISSUES 

Use  of  Enforcement  Statistics  for  Evaluative  Purposes  Jeopardizes  Taxpayer  Rights 
We  are  very  concerned  about  some  provisions  of  the  most  recent  Examination  Pro- 
gram Letter  issued  by  the  Service  for  the  current  year.  The  program  letter  spells 
out  for  the  field  organization  the  goals  and  objectives  established  by  the  National 
Office  for  examination  divisions  nationwide.  In  the  latest  version  at  Appendix  F, 
there  is  a discussion  of  new  performance  measures  to  be  used  in  evaluating  local 
district  directors  by  using  the  amount  of  additional  tax,  penalty  and  interest  pro- 
posed by  their  examination  division,  regardless  of  the  validitv  nf  the 
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We  must  point  out  the  danger  of  this  approach.  Whenever  an jfwC^ndit^eWs 

Critical  given 

far  this  year  and,  we  believe,  should  recommend  to  Congress  that  tne  service  De 
barred  from  using  this  data  in  the  way  suggested. 

Inappropriate  Use  of  Financial  Status  Auditing  Techniques 

We  are  still  hearing  complaints  from  our  Members  and  taxpayers  about  the  insist- 

iqqfi  to  use  the  financial  status  audit  procedures  only  when  appropriate  but  feel 
that  tWs  is  beingobserved  on  a sporadic  basis  by  the  districts  across  the  nation. 
We  uree  the  Committee  to  delve  into  this  problem  during  these  hearings 

One  wav  of  iX-ming  taxpayers  and  their  representatives  of  the  potential  for  this 
type  of  audU  would  be"  to  Lfuire  that  the  Service  pmvrde  every  ^TtcTdaU 
mnntout  of  all  of  the  Information  Returns  Program  (1099s,  W9ZS,  oiks,  eic.i  uaia 
Ft  has  for  the  tax  year  in  question  along  with  the  onginal  examination  notice  set 
to  the  taxpayer  This  would  permit  taxpayers  and  their  : representatives  to  be : pi- 
pared  for  any  inconsistencies  between  the  return  and  the  reported  information  in 

the  possession  of  the  Service  and  eliminate  the  audit  gotcha  game. 

Market  Segment  Specialization  Program  Audits  . , 

We  believe  the  Service  should  be  recognized  for  the  efforts  it  has  made  m 

and  offering  benefits  were  able  to  underbid  them.  This  is  exactly  the  type  of  pro 

ii mmmmmm 

‘^Th^tradltionS  assumptions  the  Service  made  ( 

nliance  behavior  patterns  have  always  been  questionable  in  the  minds  ot  many  tax 
FFofesLnals  andacademics.  For  the  first  time,  through  the  use  of  the  MSSP  exam- 
ination process,  patterns  of  compliance  and  noncompliance  can  be  tracked  by  ind 
try  and  enforcement  efforts  targeted  in  appropriate  directions. 

We  think  this  is  (rood  news  for  taxpayers  who  are  complying  and  paying  their  iair 
share  as  well  as 'presenting  the  Ser£ce in  the  favorable  light  of  channeling  its  en- 
forcement dollars  into  those  areas  most  in  need  of  its  attention. 

Examination  Quality  Review 

One  nf  the  conseouences  of  the  morale  problem  we  discussed  earlier  m our  state- 

hest  randidates  the  duality  of  the  work  product  declines. 

We  are  consistently  being  told  by  our  Members  and  by  taxpayers  via  our  Web 
and  America  SOnLine  Tax  Channel  that  they  cannot  resolve  basic  ^fues  with  the 
entry  level  examination  staff;  that  group  managers  will  not °£ay 
thev  do  they  always  back  the  position  taken  by  the  subordinate,  that  the  onlv  way 
toresoWe  anything  in  favor  of  the  taxpayer  is  to  by-pass  the  examination  staff  and 

PrTheesde^ ^rfJistoblng6 Complaints  because  there  will  never  be  enough  staffing  avail- 
save  taxpayers  millions  of  dollars  annually  in  representation  fees.  We  have  been  de- 


lighted to  learn  that  the  Pacific  Northwest  District  is  proposing  a pilot  test  of  a dis- 
trict conference  staff  to  help  resolve  exam  cases  more  expeditiously.  This  is  now  a 
concept  which  has  come  full  circle  as  district  conference  is  where  many  exams  were 
resolved  in  the  1960s  and  1970s  before  it  was  abolished.  We  will  be  watching  this 
pilot  closely  and  will  keep  the  Committee  informed  of  the  results  from  the  practi- 
tioners’ perspective. 


TAXPAYER  RIGHTS  ISSUES 

Protecting  a Taxpayer's  Right  to  Confidentiality 

We  would  like  to  see  the  Committee  recommend  legislation  protecting  a taxpayer’s 
right  to  confidentiality  for  any  tax  counsel  and  advice.  It  should  be  a basic  right 
of  taxpayers  not  to  have  their  own  advisors  used  as  witnesses  against  them.  We  be- 
lieve that  the  IRS  has  overly  broad  summons  authority  which  permits  it  to  inquire 
into  a taxpayer’s  thought  processes  and  the  tax  advice  they  received.  This  violates 
the  taxpayer’s  reasonable  expectation  of  privacy  and  confidentiality  and  goes  beyond 
IRS  needs  for  factual  information  to  determine  proper  tax  liability.  Under  current 
law,  taxpayers  can  protect  nonfactual  information  such  as  analyses,  advice  and 
opinions  only  if  they  have  the  financial  resources  necessary  to  obtain  legal  counsel. 
This  practice  results  in  unequal  treatment  of  taxpayers  based  on  their  financial  sta- 
tus or  choice  of  tax  professional. 

We  propose  that  the  Committee  consider  the  following  proposal  to  provide  all  tax- 
payers fair  and  equal  treatment: 

1.  For  all  taxpayers,  permit  the  IRS  access  to  all  factual  information  upon 
which  a return  is  based; 

2.  if  the  IRS  has  a reasonable  suspicion  based  on  evidence  that  the  taxpayer 
failed  to  fully  report  income,  the  Service  would  have  authority  to  summon  other 
factual  information  relevant  to  the  taxpayer’s  income;  and 

3.  if  a taxpayer  became  the  subject  of  a criminal  investigation,  the  IRS  could 
employ  the  same  broad  summons  authority  available  today. 

This  proposal  removes  the  conditions  and  ambiguities  regarding  whether  a tax- 
payer may  keep  tax  advice  confidential  by  linking  that  protection  to  the  taxpayer, 
rather  than  the  identity  of  the  tax  advisor.  Taxpayers  remain  fully  obligated  to  re- 
port every  dollar  of  income  and  prove  every  deduction,  exemption,  expense,  and 
credit  claimed  on  the  return.  However,  the  IRS  would  not  have  access  to  nonfactual 
information,  such  as  opinions,  analyses,  thoughts,  theories,  and  mental  impressions 
of  the  taxpayer  and  his  or  her  advisor,  without  the  taxpayer’s  consent. 

Register  All  Commercial  Tax  Return  Preparers 
We  would  like  to  see  the  recommendations  of  the  IRS  Commissioner’s  Advisory 
Group  (CAG)  regarding  the  registration  of  all  commercial  tax  return  preparers  en- 
acted into  law.  We  believe  that  a fundamental  taxpayer  right  is  to  be  able  to  rely 
on  the  expertise  of  the  individuals  who  assist  in  helping  citizens  meet  their  tax  obli- 
gations. We  have,  for  too  long,  had  an  uneven  playing  field  where  those  tax  profes- 
sionals who  have  made  the  most  significant  commitment  to  their  profession — En- 
rolled Agents,  attorneys  and  Certified  Public  Accountants — are  the  most  regulated. 
Only  those  professions  require  continuing  professional  education.  Only  those  profes- 
sions have  developed  standards  of  professional  practice  and  published  standards  of 
professional  ethics.  The  tax  laws  of  this  country  are  too  complex  to  permit  commer- 
cial tax  return  preparers  to  offer  services  to  taxpayers  without  requiring  that  they 
maintain  a minimum  level  of  technical  proficiency  and  stand  by  their  product  in  the 
event  of  error.  Taxpayers  deserve  no  less.  We  regulate  barbers  more  than  we  regu- 
late commercial  tax  preparers  in  this  country  and  you  can  recover  from  a bad  hair- 
cut in  three  weeks! 

Provide  Full  Credit  for  Social  Security  and  Self-Employment  Taxes  Paid  In 
Current  procedures  followed  by  the  IRS  and  the  Social  Security  Administration 
(SSA)  with  respect  to  properly  crediting  the  Social  Security  (FICA)  and  self-employ- 
ment (SE)  taxes  paid  by  delinquent  taxpayers  need  to  be  corrected  by  statute.  If  a 
taxpayer  fails  to  file  a tax  return  for  more  than  three  years,  even  if  there  is  a refund 
due  and  all  taxes  are  paid  in  timely,  the  taxpayer  is  not  credited  by  the  SSA  for 
the  FICA  and  SE  taxes  paid  in,  yet  the  IRS  insists  on  collecting  these  same  taxes. 
If  the  government  is  paid  the  taxes,  it  should  credit  the  taxpayers  account. 

The  Total  Amount  of  Penalties  Should  Never  Exceed  100%  of  the  Tax 
As  a general  principle  of  fair  and  reasonable  tax  administration,  we  believe  Con- 
gress should  declare  that  the  total  amount  of  penalties  asserted  against  taxpayers 
should  never  exceed  the  tax  amount  for  the  same  period. 
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Tax  Penalties  Should  Not  be  Used  for  Revenue  Raising 
We  believe  the  current  penalty  statutes  should  be  subject  to  a top  down  Congres- 
sional review.  There  are  too  many  penalties  for  too  many 

could  reasonably  expect  taxpayers  to  comprehend  their  applicabdity . We the 
current  Code’s  proliferation  of  penalties  has  accomplished  nothing  but  to  create  to 
payer  perceptions  of  a system  run  amok  and  acts  like  a “hidden  taxrate.msfeeb 
ing  is  reinforced  by  the  fact  the  tax  committees  have  taken  to  scoring  penalties  for 
revenue  raising. 

The  Number  of  Years  to  Claim  Refunds  Should  be  lengthened 

We  have  seen  some  recent  tax  law  cases  where  ample  reasonatde  canseexisted 
to  permit  longer  periods  for  taxpayers  to  claim  refunds  and  the  Courts  found  them- 
selves bound  by  statute  to  deny  the  claims.  We  believe  this  is  wrong  and  Congress 
should  extend  the  right  to  refund  claims  for  a period  longer  than  three  years. 

ORGANIZATIONAL  STRUCTURE  OF  THE  IRS 

As  we  stated  in  our  opening  remarks,  we  strongly  endorse  the  rerammendations 
of  the  National  Commission.  We  originally  proposed  during  testl"'°'^ 

Commission  last  April  that  the  Commission  consider  the  division  of  the  IRS  ^ two 
separate  agencies.  While  we  recognized  that  was  a radical  suggestion,  we  made  it 
to  point  out  significant  problems  with  the  organizational  culture  of  the  Service.  We 
think  it  would-be  beneficial  for  the  incoming  Commissioner  to  study  the  Possibility 
of  accomplishing  the  organizational  schema  we  proposed  within  the  existing  agen  y. 
This  could  be  Accomplished  by  establishing  two  Deputy  Commissioner  Positions 
one  filled  by  the  Presidentially-appointed  Taxpayer  Advocate  and  the  other  also 
Presidentially  appointed,  to  serve  as  Deputy  Commissioner,  Tax  Enforcement.  We 
could  envision  these  two  appointees  serving  the  following  roles. 

Deputy  Commissioner,  Taxpayer  Advocacy 

The  new  Taxpayer  Advocacy  organization  would  be  headed  by  the  Taxpayer  Advo- 
cate nSnatef^y  the  President  and  confirmed  by  the  Senate.  This  would  bring 
the  degree  of  independence  to  the  Advocate’s  role  sought  by  Congress  and  the  pub- 
lic The  field  component  would  be  headed  by  local  Taxpayer  Advocates  under  the 

local  District  Directors.  This  organization  would  be  responsible  tor: 

—Taxpayer  Advocacy  function  (taxpayer  intervention,  systemic  monitoring  and 

Taxpayer^ Communications  (TDA  and  TDI  notices,  correspondence  exaimnations, 

information  returns  programs  such  as  document  matching,  underreporter  p o 

—Tmcpayer  Service  function  (telephone  assistance,  taxpayer  education,  small  busi- 
ness education  clinics,  local  walk-in  services); 

Tax  Forms  (design,  printing  and  distribution);  .... 

—Electronic  Tax  Administration  (electronic  filing  initiatives,  electronic  tax  pay- 
ment programs,  web  site  maintenance,  electronic  commerce  applications,  elec- 
tronic communications  applications); 

—Data  Processing  and  Information  Technology  functions; 

—Appeals  function,  for  resolution  of  disputed  collection  and  examinahon  cases, 
-Technical  function  for  issuance  of  Revenue  Procedures,  Ruling8.  lenc.hr®aLAd0 
vice  memorandums  and  private  letter  rulings— in  short  anything  that  has  to  do 
with  interpretation  of  the  Internal  Revenue  Code;  and 
—Internal  Audit  and  Internal  Security  Functions. 

Legal  services  to  the  Taxpayer  Advocacy  organization  would  also  be  provided  by 
the  Chief  Counsel  of  the  Treasury’s  Chief  Counsel  for  Tax  Administration  function, 
thereby  assuring  coordination  on  Tax,  District,  Appeals,  and  Supreme  Court  cases 

’ mfbSSdl&tom  2SS*,  these  function.  freon  enforcement  function, 

' -n  »Sts  recruitment  of  cre.ti.e  indmdu.I,  with  the  temper.ment  for  tes- 
payer  service  and  provides  a promotion  ladder  for  advancement  up  the  taxpayer 

advocacy  and  customer  service  line;  . .,  . ...  „v 

-It  permits  technology  issues  to  be  addressed  by  individuals  with  technology  ex- 
pertise and  broader  business  experience  than  traditional  IRS  managers, 

It  permits  technology  decisions  to  be  driven  by  overall  business  judgment  as 

— I^permits  taxpayers  to  ^eek  answers  to  their  questions  from  an  organization 
theP Congress  has  appropriately  funded  with  an  adequate  budget  to  serve  citi- 


zens and  it  populates  the  technical  tax  law  interpretation  function  with  individ- 
uals driven  by  customer  service  motivations  and  not  enforcement  attitudes; 

— It  places  the  ability  to  enforce  the  Taxpayer  Bill  of  Rights  legislation  in  the 
hands  of  truly  independent  Taxpayer  Advocates  who  will  have  the  right  to  in- 
tervene in  Tax  Enforcement  organization  cases  when  appropriate;  and 

— It  provides  taxpayers  with  a truly  independent  appellate  process  thereby  im- 
proving perceptions  of  fair  and  impartial  administration  of  the  tax  laws. 

Deputy  Commissioner,  Tax  Enforcement 

The  tax  law  enforcement  functions  of  Examination,  Collection,  and  Criminal  In- 
vestigation should  be  all  that  comprise  the  new  Tax  Enforcement  organization.  The 
head  would  also  be  nominated  by  the  President  and  confirmed  by  the  Senate.  Its 
field  component  would  be  headed  by  local  Tax  Enforcement  Chiefs  under  the  local 
District  Directors.  The  organization  would  take  over  responsibility  for  Collection 
cases  once  those  cases  have  completed  the  notice  cycles  and  the  taxpayer  had  not 
adequately  responded.  The  existing  Automated  Collection  Service  (ACS)  would  be 
part  of  this  entity.  The  responsibility  for  examination  cases  would  be  assumed  when 
the  case  required  the  taxpayer  or  his/her  representative  to  appear.  Thus,  cor- 
respondence examinations  questioning  one  or  two  items  would  remain  with  the  Tax 
payer  Advocacy  organization.  Obviously,  all  criminal  cases  would  originate  in  and 
be  worked  by  the  Tax  Enforcement  organization  only.  The  Chief  Counsel  of  the 
Treasury  would  still  provide  legal  support  services  through  a Chief  Counsel  for  Tax 
Enforcement  function.  This  organization  would  not  have  its  own  data  processing  op- 
eration, but  would  secure  its  information  technology  services  from  the  Taxpayer  Ad- 
vocacy organization. 

The  benefits  of  locating  all  law  enforcement  functions  under  one  roof  and  permit- 
ting one  organizational  focus  to  dominate  direction  should  improve  morale  of  the  in- 
dividuals working  in  the  agency,  should  concentrate  efforts  in  combating  the  grow- 
ing problems  of  taxpayer  noncompliance,  and  permit  innovative  solutions  to 
targeting  law  enforcement. 


SUMMARY 

We  hope  these  ideas  have  proven  useful  to  the  Committee  in  its  deliberations.  I 
would  be  very  happy  to  respond  to  questions  you  may  have  regarding  our  views. 


Prepared  Statement  of  Darren  Larsen 

My  name  is  Darren  Larsen.  I am  an  attorney  in  private  practice  in  Southern  Cali- 
fornia, specializing  in  tax  controversies  and  bankruptcy  matters.  From  1981  through 
1994,  I was  employed  as  an  attorney  In  the  Office  of  Chief  Counsel  for  the  Internal 
Revenue  Service  in  three  different  districts.  I served  my  last  three  years  in  the  posi- 
tion of  Assistant  District  Counsel,  including  extensive  duty  as  Acting  District  Coun- 
sel. I was  personally  involved  in  matters  concerning  all  functions  of  the  IRS:  Exam- 
ination, Collection,  Criminal  Investigation  and  Disclosure.  From  1986  through  1994, 
I represented  the  IRS  in  Bankruptcy  Court  as  a Special  Assistant  United  States  At- 
torney in  the  Alaska  District  and  the  Central  District  of  California.  I frequently 
served  as  a nationwide  instructor  for  attorneys  and  managers  as  well  as  for  IRS 
training  and  continuing  education.  I was  a member  of  a joint  Chief  Counsel — IRS 
national  task  force  on  bankruptcy  procedures  through  which  I visited  several  dis- 
tricts throughout  the  country.  Because  of  my  particular  expertise  concerning  IRS 
collection  issues,  I maintained  close  relationships  with  many  individuals  in  the  IRS, 
particularly  revenue  officers  and  managers  in  the  Collection  Division. 

I speak  to  you  today  as  a tax  professional  who  has  spent  may  years  representing 
the  Internal  Revenue  Service  in  court  and  working  with  and  advising  IRS  personnel 
on  their  cases.  Over  the  past  2 Vi  years  I have  also  had  the  opportunity  to  deal  with 
the  IRS  as  a taxpayer’s  representative.  My  feelings  toward  the  IRS  as  an  institution 
are  mixed. 

While  it  is  sometimes  easy  to  express  frustration  and  even  outrage  at  IRS  con- 
duct, I must  state  at  the  outset  that  there  are  many  outstanding  individuals  cur- 
rently employed  by  the  IRS  who  have  superior  technical  knowledge,  commendable 
devotion  to  their  jobs  and  a commitment  to  fairness.  At  the  other  end  of  the  spec- 
trum, however,  are  those  employees  whom  I have  encountered  both  as  a government 
attorney,  and  as  a practitioner,  who  lack  technical  skills,  lack  any  sense  of  justice 
or  fairness,  and  are  interested  only  in  remaining  employed  to  receive  a paycheck. 
That  having  been  said,  I will  now  move  on  to  more  specific  examples  of  problem 
areas  within  the  IRS  as  an  institution. 
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As  an  attorney  for  the  IRS,  I was  often  appalled  by  the  lack  of  technical  knowl- 
edge on  the  part  of  the  front  line  managers.  I knew  group  managers  who  had  the 
responsibility  to  review  and  sign  off  on  administrative  summonses  who  did  not  know 
the  basic  requirements  for  content  of  the  summons  or  the  rules  for  service.  The  less 
experienced  revenue  officers  unfortunately  learned  from  these  managers  and  con- 
sequently made  mistakes.  I knew  one  manager  who  did  not  understand  the  distinc- 
tion between  a lien  and  a levy.  The  revenue  officers  who  knew  the  manager  had 
these  shortcomings  were  forced  to  use  other  resources  for  assistance.  I was  also  dis- 
mayed at  some  of  the  “on-the-job  instructors”  who  were  lacking  in  some  of  the  legal 
fundamentals  and  passing  on  their  incompetence  to  newer  revenue  officers. 

In  addition  to  simple  lack  of  knowledge,  I also  knew  of  revenue  officers  who  un- 
derstood the  legal  and  procedural  requirements  for  certain  actions  but  consciously 
bypassed  them.  Specifically,  I dealt  with  a revenue  officer  over  a period  of  several 
years  who,  on  more  than  one  occasion,  issued  nominee  or  alter  ego  levies  without 
the  required  pre-review.  Typically  he  would  receive  payment  of  the  tax  and  that 
would  be  the  end  of  it.  If  there  was  a problem,  only  then  would  he  go  through  the 
required  steps.  He  was  a “good"  revenue  officer  in  that  he  collected  a lot  of  tax  and 
closed  a lot  of  difficult  cases  and,  consequently  , he  was  given  a great  deal  of  latitude 
in  how  he  worked  his  cases.  He  felt  justified  in  taking  shortcuts  because  he  felt  he 
had  good  instincts  and  got  what  he  felt  were  the  right  results,  i.e.:  payment  of  the 
tax.  When  he  was  later  promoted  to  group  manager,  the  revenue  officers  in  his 
group  were  allowed  to  work  their  cases  in  a similar  manner,  as  long  as  they  didn’t 
make  a mistake.  There  was  often  a prevailing  notion  in  the  collection  groups  that 
if  a summons  or  some  other  procedure  was  not  exactly  handled  in  accordance  with 
the  law  that  the  taxpayers  probably  would  not  know  the  difference.  And,  if  the  tax- 
payer didn’t  comply  and  there  was  a problem  down  the  road,  it  could  always  just 
be  done  over.  The  same  attitude  was  taken  with  respect  to  other  actions:  if  some- 
one’s watching,  I’ll  take  the  time  to  do  it  right;  otherwise  I will  do  it  the  easiest 
way  because  it’s  unlikely  my  manager  or  the  taxpayer  will  catch  it. 

In  one  district  in  California,  IRS  Collection  managers  blatantly  disregarded  the 
law  with  respect  to  ownership  of  personal  residences  because  they  felt  it  was  un- 
likely many  taxpayers  would  know  that  the  law  protected  them,  In  California,  if 
married  people  hold  title  to  real  property  as  joint  tenants  it  is  presumed,  under 
State  law,  that  they  do  hold  as  joint  tenants  rather  than  as  community  property. 
The  presumption  may  be  overcome  by  a factual  showing  that  the  couple  actually  in- 
tended it  to  be  community.  The  difference  for  IRS  is  significant:  when  only  one 
spouse  owes  tax,  only  V2  of  joint  tenancy  property  may  be  seized,  while  100%  of 
community  property  may  be  seized.  In  the  district,  the  IRS  took  the  position  that 
all  joint  tenancy  property  would  be  presumed  to  be  community,  and  it  would  be  up 
to  the  taxpayer  to  prove  otherwise.  The  result  was  the  IRS  treating  100%  of  a per- 
sonal residence  as  being  subject  to  the  tax  lien  and  insisting  on  payment  accord- 
ingly, whether  by  seizure  and  sale  or  by  settlement.  The  reality  is  that  most  tax- 
payers do  not  know  the  law  regarding  community  property  and  they  rely  upon  the 
IRS  to  “do  the  right  thing.”  However,  in  this  situation  the  IRS  was  taking  advan- 
tage of  the  ignorance  of  the  general  public  on  a technical  legal  issue  to  the  det- 
riment of  the  non-owing  spouse.  The  IRS  advisors  and  managers  I spoke  with  ad- 
mitted knowledge  of  the  State  law,  but  justified  this  policy  by  stating  that  people 
usually  think  their  property  is  community  anyway  so  this  is  just  more  expedient. 
It’s  the  “mindset”  that  allowed  this  to  go  on  that  concerns  me. 

While  reviewing  the  procedures  followed  in  many  districts  in  handling  bankruptcy 
cases,  it  became  apparent  that  in  some  offices  the  IRS  was  ignoring  the  law  regard- 
ing the  automatic  stay  in  bankruptcy  and  the  discharge  injunction.  Because  it  was 
not  designated  as  a program  area,  and  training  was  insufficient,  some  managers  de- 
voted few — if  any — resources  to  stopping  collection  action  upon  filing  of  a bank- 
ruptcy petition,  to  monitoring  bankruptcy  cases  for  issuance  of  the  discharge  order, 
to  properly  adjusting  taxpayer  accounts  after  issuance  of  a discharge,  or  to  the  re- 
leasing of  liens  after  discharge.  This  inattention  to  the  most  basic  of  tasks  was  also 
detrimental  to  the  collection  of  the  revenue. 

As  a taxpayer  representative,  I am  now  even  more  aware  of  how  important  it  is 
for  the  IRS  representatives  to  follow  the  procedures  established  by  the  IRS  and  the 
law  in  collecting  taxes.  For  the  most  part,  taxpayers  are  intimidated  by  the  IRS  and 
will  do  whatever  is  asked  of  them.  Because  most  taxpayers  do  not  know  much  about 
tax  law  they  rely  on  the  IRS  with  respect  to  many  issues  and  put  their  trust  in 
them  as  public  servants.  Even  if  the  taxpayer  feels  the  IRS  is  not  acting  properly 
it  is  often  too  costly  to  hire  representation  to  contest  the  action.  The  end  result  is 
that  some  taxpayers  are  paying  more  tax  than  they  rightfully  should  and  some  indi- 
viduals are  paying  tax  which  they  are  not  actually  liable  to  pay.  I do  believe  that 
if  a taxpayer  presses  an  issue  and  takes  it  up  through  the  system,  and  if  that  tax- 
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K"'”?11,1’  he..or  she  will  ultimately  prevail.  It’s  just  that  the  process  is  costly 
in  terms  of  fees,  time  and  aggravation.  It  is  important  for  the  IRS  to  avoid  nroce- 

d“fHaj  lnHrtiCUtS  ®nd  treat  th,C  taxr!ayers  fairly  UP  front.  so  that  mistakes  are  not 
made  and  taxpayers  are  not  put  in  the  position  of  choosing  whether  to  pay  the 
wrong  amount  of  tax  or  pay  for  assistance  to  fight  it  out.  Either  way  the  Cpayer 

A®,  on  organization,  the  IRS  has  excellent  technical  resources  which  it  does  not 

annlio  K1S  Ya1  a<?van,ta?e:  Tax  c°Hection  » a complex  process  given  the  number  of 
applicable  federal  and  state  statutes.  Revenue  officers  can  be  expected  to  require  as- 
sistance  m some  cases.  The  Special  Procedures  function  is  designed  to  provide  tech- 
nical assistance  to  the  tax  collectors  in  the  field,  and  in  those  districts  where  it  is 
f1  von  the  staffing  and  finding  it  needs,  it  has  proven  to  be  very  valuable.  However 
S'™"  the  discretion  to  determine  how  its  own  Special  Procedures 
^Lr  a l?ff-d  lnd  h°W.it  '"11.  operate.  In  some  districts,  Special  Procedures  is 
diVfrir£Ch’  «g  bt“Tn!  thj  advlsors  have  experience  and  little  support.  Some 
d,®„™k  view  Special  Procedures  as  a dumping  ground  for  revenue  officers  and  even 
managers  who  have  had  problems  elsewhere.  Some  districts  view  Special  Procedures 

is  mrSrP°trtac  tha?, tae  fleld  poups  so  they  rotate  revenue  officers  in  for  only 
18  months  at  a time.  Consequently  there  is  little  institutional  expertise.  New  a dvr 

rte  r a^sors0CkntOtbt:anihthT-  field  revenue  officers  have  little  coiff.dence  in 
their  advisors.  On  the  other  hand,  the  districts  with  excellent  Special  Procedures 

W!m  bave worked  in  their  program  areas  for  many  years,  they  work 
well  together  and  learn  from  each  other,  and  they  are  respected  by  the  field  officers 
Theye?rXntnq  °S?  ,co"imu™cation  ^‘h  the  fleld  and  provide  effective  assistance 
whh  TiS  V.Sp  C'ai  Pj°uedures  staffa  typically  have  close  working  relationships 
with  District  Counsel  and  have  programs  which  allow  them  to  stay  current  on  devel- 

Wef  nf  Chi8  qThe  WOlild  be  wel*  served  by  requiring  all  districts  to  step  up  the 
level  of  the  Special  Procedures  staffs  so  that  the  IRS,  nationwide,  can  more  effec 
tively  and  justly  collect  the  taxes  owed. 

it  He»l»n^wn’  the  IRS  1"  my,riew  has  much  room  for  improvement  in  the  way 
msftfie  ^ axpayer 3 when  collecting  delinquent  accounts.  While  there  are  many 
s^eVPrad„U  tlVe  [°rc-es  and  ,ndlvlduals  at  w°rk  inside  the  organization  com 
*°  ^ke  improvements.  some  of  the  chronic  problems  remain.  The 
th®  t?x  laws’  However,  the  IRS  is  also  there  to  ensure  that 
the  law  is  applied  fairly  and  consistently.  The  IRS  representatives  wear  two  hats’ 
they  are  adversaries  of  the  willfully  non-compliant  taxpayer,  but  they  are  at  the 
u-me  pub  lc  servants.  There  is  no  excuse  for  cutting  procedural  corners  or  es- 
tablishing presumptions  which  place  citizens  at  a practical  or  economic  disadvan- 
®et.ter.  training  of  revenue  officers,  as  well  as  managers,  and  an  intolerance 
of  blatant  violations  of  the  law  would  go  a long  way  toward  improving  the  overall 
quality  of  tax  collection  and  improving  the  level  of  public  trust  in  the  IRS. 


Prepared  Statement  of  Lawrence  G.  Lilly 
Mr.  Chairman  and  Committee  members,  my  name  is  Lawrence  G.  Lilly  I have 
<5*  ft0rnfy  f°rJn0rj  th,?n  thirty  years  and  1 am  currently  in  private  prac- 
lh»  TRqSfn  AQpgustlne’.  Florida.  Prior  to  opening  my  office  in  Florida,  I worked  for 
Ihl  rIR,Sn  28  yAarS  •*"  s,evera,'  dlfferent  capacities.  First,  I was  a Special  Agent  in 
the  Intelligence  Division  (now  known  as  the  Criminal  Investigation  Division)  Then 
I became  a Criminal  Tax  attorney,  an  Assistant  District  Counsel  in  Miami  and  I 

SSn^aWoS1 CahLf£aal  P°Siti°n  " C°Un3el  ^ °ne  °f  the  dis" 

i ?nd  e?~lc’ent  tax  collection  agency  is  recognized  by  everyone  as  being  vital 

1 knnwXt°f  °”rfC0Untry-  A’lhouFh  no  °"0  likes  to  pay  taxes  all  reasonabfe  peo 
pie  know  that  our  taxes  are  the  price  we  pay  for  our  liberty!  No  one  can  properly 

of  govtmmentate  COmp  aint  about  shouldering  a fair  share  of  paying  for  our  system 

Mv  purpose  today  is  to  present  constructive  criticism  of  the  IRS  for  consideration 
Vo  C°mkUttee;  11  ,1S,  hope  that,  with  your  guidance,  the  credibility  of  the 
Service  can  be  restored  to  the  high  level  which  prevailed  at  earlier  times.  It  is  vital 

IrIS  L tf  taxation  that  the  citizens  who  are  paying  the  taxes  have  trust  and 
confidence  in  the  fairness  of  the  system. 

I was  extremely  proud  to  be  an  employee  of  the  IRS  for  the  major  portion 
t'  Dur‘rg  thef  however,  I began  to  note  what  I considered  to  be 

' deterioration  of  the  Service  and  its  concern  with  serving  the  public.  It 
qoJwo  l to  tha  LRS  jad  declded,  consciously  or  unconsciously,  to  drop  the 

Service  aspect  of  their  job  and  to  focus  exclusively  on  making  upper  management 
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look  good  statistically.  This,  I fear,  has  led  to  undermining  the  culture  of  the  organi- 
zation, lowered  the  self-esteem  of  many  employees,  and  caused  the  organization  to 
become  unfair  and  oppressive  in  its  treatment  of  taxpayers. 

Before  proceeding,  1 should  make  it  clear  that  I was  not  technically  an  employee 
of  the  IRS  for  most  of  my  career.  Organizationally,  the  attorneys  who  work  with  the 
IRS  are  not  subordinate  to  the  District  Directors  or  even  to  the  Commissioner  of 
the  IRS.  IRS  attorneys  work  within  a parallel  organization  structure,  which  reports 
to  the  Chief  Counsel  of  the  IRS  and  the  General  Counsel  of  the  Treasury  Depart- 
ment. 

In  view  of  this  distinctive  organizational  structure,  I had  the  opportunity  to  see 
the  IRS  from  a viewpoint  that  is  quite  different  than  that  of  most  former  employees. 
Whereas  most  former  employees  worked  within  a particular  area,  such  as  Examina- 
tion, Collection,  or  Criminal  Investigation,  I,  as  a manager  of  attorneys,  was  in- 
volved with  all  of  those  functional  areas.  From  this  perspective,  I had  the  oppor- 
tunity to  make  detailed  observations  about  the  Serviced  operations  and  also  had  the 
time  to  develop  what  I hope  are  a few,  solid  recommendations  for  its  improvement. 

I believe  there  is  too  much  focus  set  on  achieving  statistical  goals  set  by  upper 
management  generally  known  as  the  Senior  Executive  Service  (SES)  goals.  Goals 
are  important  and  necessary  in  the  management  of  the  organization,  but  the  goals, 
as  currently  drafted  by  management,  too  often  focus  on  those  things  which  are  read- 
ily measurable  numerically,  such  as  the  number  of  dollars  collected  or  the  number 
of  cases  closed.  Generally,  the  goals  do  not  place  adequate  focus  on  the  quality  of 
the  work  performed,  or  the  acceptance  of  that  work  by  the  general  public.  The  goals 
are  not  always  sensitive  to  the  perceptions  of  the  average  American  taxpayer. 

The  organizational  structure  of  the  IRS  is  still  too  decentralized.  Directives  from 
the  top  are  implemented,  or  not  implemented,  in  the  manner  decided  upon  locally. 
Directives  with  which  local  employees  or  managers  disagree  take  considerable  time 
before  they  are  implemented.  As  just  a single  example,  some  time  ago  Commissioner 
Peggy  Richardson  issued  a public  announcement  indicating  that  the  Service  would 
thereafter  be  more  liberal  in  its  consideration  of  Offers  in  Compromises.  Several 
months  later,  the  district  in  which  I reside  had  not  implemented  her  directive  and 
it  was  necessary  for  me  to  directly  confront  local  officials  and  to  chastise  them  for 
failing  to  implement  the  Commissioner’s  directive. 

The  regional  offices  of  IRS,  or  at  least  the  regional  offices  of  the  Chief  Counsel, 
serve  little  or  no  purpose  except  to  dilute  the  authority  of  the  National  Office  and 
to  delay  the  implementation  of  national  directives.  I recommend  that  consideration 
be  given  to  eliminating  all  of  these  offices,  or  if  they  cannot  be  eliminated,  they 
should  all  be  physically  located  in  Washington  where  they  can  become  more  respon- 
sive to  national  direction.  At  this  time,  each  of  the  regions  operates  as  a fiefdom, 
rather  than  as  a necessary  cog  in  the  wheel  of  a national  organization. 

Selections  for  managerial  positions  are  made  based  upon  whether  the  employee 
has  performed  well  in  his  or  her  current  position,  i.e.  was  he  or  she  was  a “good” 
attorney,  or  a “good”  agent.  Little  consideration  is  given  to  the  “people  skills”  of  the 
applicants  or  whether  they  are  likely  to  be  effective  and  skilled  managers.  This  too 
frequently  leads  to  situations  where  you  loose  a good  employee  and  obtain  a poor 
manager.  Management  skills  of  persons  being  considered  for  appointment  to  higher 
positions  should  receive  greater  scrutiny. 

The  IRS  organization  is  too  insular,  with  little  infusion  of  new  blood.  Tradition- 
ally, the  Service  promotes  from  within.  While  it  is  good  for  management  to  be  loyal 
to  employees,  this  frequently  leads  to  situations  where  people  are  elevated  based 
upon  their  willingness  to  go  along  with  the  entrenched  views.  Innovation  and  imagi- 
nation are  frowned  upon. 

The  Tax  Section  of  the  American  Bar  Association  has  too  much  influence  over  the 
selection  process  for  the  IRS  Commissioner.  Until  recently  it  appeared  that  only 
those  who  were  active  in  that  selection  had  a realistic  chance  of  being  nominated 
for  one  of  the  topmost  positions.  Management  skills  rather  than  skills  in  other  areas 
should  be  emphasized. 

Employee  satisfaction  with  the  IRS  has  been  on  a downward  spiral,  due  at  least 
in  part  to  the  slavish  attention  to  numerical  goals.  Employees  are  given  mandates 
by  management  to  take  positions  known  to  be  incorrect  in  order  to  obtain  pre- 
ordained results.  I know  many  people  who  have  retired  from  the  IRS,  or  left  before 
retirement,  but  I do  not  know  of  a single  person  who  regrets  that  they  no  longer 
work  for  the  organization.  I personally  left  the  Service  at  least  eight  years  pre- 
maturely because  of  the  poor  management  practices  that  were  in  vogue  at  that  time 
and  which,  I understand,  continue  to  this  day. 

It  is  my  considered  opinion  that  some  of  the  problems  that  I have  addressed  can 
be  readily  resolved. 


SiSSSSESa 

SeS 


Prepared  Statement  of  Jennifer  Long 
ref et  fifSASSL. 
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gssgssesssas 

°fte"  a taxpayer  who  is  viewed  to  be  vulnerable  To  the  IRS 

object  or  complain,  every  effort  will  be  made  bv  the  IRS  tifrlin  taxPayer  does 

even  in  legitimate  cases.  Before  we  began  to^m'then  hvet  Thes"1  p^otorwereTt 
do^dTO  However’  because  of  tl*  tacUcs  used  in  fuSg  and  con 

a^ftec^resulc'pay  nothing  at^dl.6 

%TT i 

will  go  about  fabricating  evidence  against  that  taxpayer  to  demonstrate  that5  he 
IhZ't  ZZ  mor*  ta*es  than  wa8  originally  claimed  cYearTy  7goe7^thout  saying 
Hjf.1  e^dence  should  never,  ever,  be  fabricated.  It  also  goes  without  saying  that^anv 

b*  ^ 

lns.tal)cfs>  the  IRS  Management  has  even  employed  its  authority  to  in- 
undate the  actual  taxpayers  into  fabricating  evidence  against  its  nwn  TRS 
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ees.  In  return  for  their  compliance,  the  taxpayer  may  be  offered  a reduction  in  their 
taxes  or  a “no  change  case."  I also  know  that  Management  uses  this  same  power 
to  extort  fabricated  evidence  from  IRS  employees  against  their  own  colleagues  by 
offering  cash  awards,  promotions,  and  lightened  work  loads  as  rewards  for  their 
compliance.  The  unfavorable  information  assembled  by  Management  against  its  own 
employees  is  used  against  those  whom  the  IRS  has  identified  as  someone  who  is 
unsupportive  of  its  unwieldy  methods  of  collection. 

The  IRS  Inspection  Division,  which  is  somewhat  akin  to  Internal  Affairs  in  a Po- 
lice Department,  has  also  been  used  as  a tool  by  Management  to  harass  and  intimi- 
date its  employees.  However,  complaints  to  the  IRS  Inspection  Division  about  pos- 
sible Management  misconduct  are  routinely  ignored,  but  often  result  in  retaliation 
against  the  IRS  employee  reporting  the  problem.  This  is  due  to  the  fact  that  employ- 
ees identities  are  disclosed  when  the  Inspection  Division  reports  the  infraction  to 
Management. 

The  IRS  Mission  Statement  states,  ‘The  purpose  of  the  Internal  Revenue  Service 
is  to  collect  the  proper  amount  of  tax  revenue  at  the  least  cost;  serve  the  public  by 
continually  improving  the  quality  of  our  products  and  services;  and  perform  in  a 
manner  warranting  the  highest  degree  of  public  confidence  in  our  integrity,  effi- 
ciency and  fairness.”  I have  actually  witnessed  IRS  Management  manipulate  income 
tax  return  figures  just  to  increase  their  office  or  division  collection  statistics!  It  did 
this  through  various  means  including  not  permitting  valid  changes  in  a tax  return 
that  would  favor  the  taxpayer.  To  allow  those  changes  would  wipe  out  the  assess- 
ment placed  by  the  IRS  and  run  counter  to  the  Management’s  collection  numbers, 

For  those  who  choose  to  fight,  it  automatically  guarantees  a significant  financial 
and  emotional  toll. 

Mr.  Chairman — the  American  taxpayers  are  not  stupid.  They  clearly  recognize  un- 
fairness. Under  present  IRS  Management,  it  has  become  so  distorted  that  when  re- 
viewing a tax  case  it  is  now  our  job  to  “stick  it”  to  the  taxpayer,  rather  than  deter- 
mine a substantially  correct  tax  assessment  for  that  taxpayer.  In  the  past,  the  latter 
was  our  job.  If  our  present  task  has  changed,  then  the  IRS  Mission  Statement  needs 
to  be  revamped  to  reflect  what  the  Service’s  current  mission  really  is.  And  God  help 
the  taxpayers. 

The  IRS  Mission  Statement  of  the  IRS  Examination  Division  states,  . . Exam- 
ination supports  the  mission  of  the  Service  by  . . . encouraging  the  correct  reporting 
by  taxpayers  of  income  ...” 

Yet,  in  reality,  when  valid  changes  could  be  made  by  the  IRS  on  a taxpayer’s  re- 
turn that  favor  that  taxpayer,  we  are  instructed  not  to  make  those  changes. 

However,  on  the  other  hand,  I know  of  certain  IRS  employees  that  have  been  in- 
structed by  IRS  Management  not  to  conduct  audits  of  particular  taxpayers  who  hap- 
pen to  be  personal  friends  of  someone  in  IRS  Management. 

Far  too  often,  the  IRS  Management  automatically  assumes  that  everyone  is  a 
criminal.  When  a taxpayer  comes  to  the  IRS  to  negotiate  a tax  payment  issue  in 
good  faith,  they  are  subjected  to  provocative  behavior  on  the  part  of  the  IRS  in  order 
to  “set  them  off.”  Management  will  then  use  the  taxpayer’s  response  as  proof  that 
they  are,  in  fact,  a reactionary  saying,  “See,  this  person’s  a troublemaker,  a real  hot 
head.”  Based  on  this  pretext,  the  IRS  can  then  justify  taking  severe  action  contrary 
to  the  law  in  order  to  pursue  the  collection.  The  immediate  and  direct  consequence 
of  these  actions  is  the  deprivation  of  the  taxpayer’s  lawful  rights. 

I look  forward  to  your  questions  and  I hope,  that  in  some  way,  I will  have  assisted 
you  in  restoring  the  IRS  to  a level  of  integrity  that  will  regain  the  respect  of  the 
American  people. 


Prepared  Statement  of  Hon.  Connie  Mack 

Mr.  Chairman,  I thank  you  for  holding  these  important  hearings.  I look  forward 
to  participating  in  this  bipartisan  effort  to  clean  up  the  IRS  (a  goal  that  is  too  im- 
portant for  politics).  The  IRS  interacts  with  more  Americans  than  almost  every 
other  government  agency  or  private  business  in  America.  Therefore,  it  is  critical 
that  the  word  “service”  in  Internal  Revenue  Service  returns  as  a top  priority. 

Unfortunately,  too  often  we  discover  that  hard-working  American  taxpayers  do 
not  receive  topnotch  professional  service.  This  is  unacceptable.  We  will  not  tolerate 
taxpayer  abuse  by  the  IRS.  Examples  of  IRS  snooping,  billions  of  dollars  in  unjusti- 
fied penalties,  and  wrong  answers  to  taxpayers’  questions  are  all  too  common.  Sim- 
ply stated,  taxpayers  who  spend  $8  billion  to  run  the  IRS  deserve  better  service. 

Just  like  taxpayers  are  subjected  to  an  audit,  I think  it  is  time  we  audit  the  IRS. 
We  need  to  do  a top  to  bottom  inspection  of  what  works  and  what  doesn’t — no  stone 
should  be  left  unturned.  The  work  and  recommendations  of  the  Kerrey-Portman  IRS 
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CT?1i!!i0n  has  be?n  an  important  first  step  in  this  process.  I trust  these  hearings 
friendly  ^ 0Ur  understand,ng  of  what  needs  to  be  done  to  make  the  IRS  taxpayer- 

It’s  true  that  our  complicated  income  tax  system  adds  to  the  difficulties  of  admin- 
istering and  collecting  taxes  for  both  taxpayers  and  the  IRS.  Congress  must  also  do 
,Mr  e"s.ur«  the  ,tax  laws  we  enact  are  not  overly  complex.  People  Bhould  be 
Kilifnn  a ll  ate ahc‘irnax  ,abl  ,tLy  w,th  ease'  Americans  currently  waste  some  $200 
billion  dollars  and  6 billion  man  hours  just  to  comply  with  the  tax  code.  That’s  about 
equal  to  the  amount  of  man  hours  it  takes  to  produce  all  the  cars,  trucks,  and  air- 
planes  in  this  country  each  year.  ’ 

The  IRS  cannot  operate  in  a vacuum  and  disregard  the  rights  and  needs  of  tax- 
payers.  Fiscal  mismanagement  and  negligence  only  undermine  taxpayers’  faith  in 
the  fairness  of  any  tax  system.  Outright  abuse  and  harassment  destroy  this  faith 
Im  glad  this  committee  has  the  chance  over  the  next  few  days  to  hear  from  wit- 
nesses  that  will  help  us  in  our  efforts  to  correct  the  many  problems  with  the  IRS 
Ellina  ,forV?nate  t0  have  public-spirited  former  and  current  IRS  employees  who  are 
a?  a^adlS?.nS!  ?andldly  tbe  corrosive  culture  of  the  IRS.  As  my  Florida  offices 

tht  ?pAdIhn  W0,,ie  C?uS  ???  taxPayers  who  are  having  a difficult  time  with 
the  IRS,  I am  particularly  thankful  that  we  will  be  hearing  from  two  former  IRS 

sbldsnm8  r°M  Flo.'?da-  Mr‘  Lawrence  G.  Lilly  and  Mr.  Bruce  A.  Strauss,  who  can 
shed  some  light  on  the  source  of  these  problems  for  my  constituents. 

, ®<Srpr“?.  .that  legions  of  taxpayers  have  offered  to  tell  their  stories  in  pub- 

lic to  this  Committee,  although  it  takes  no  small  amount  of  courage  to  do  so.  The 
men  and  women  who  were  selected  to  testify  are  performing  a public  service  and 
coJfmendatlon-  although  it  hardly  makes  up  for  the  circumstances  that 
SwflE!.6  k - testlm°ny-  1 welcome  in  particular  Monsignor  Lawrence  Ballweg 
who  lives  both  in  my  state  and  the  state  of  New  York  and  thus  can  count  four  Fi- 
nance  Committee  members  in  his  corner. 

»n^Vnra!iii-neXt  feujo8yS  wf  wil1  be  bearing  from  historians  and  scholars,  taxpayers 
lonere.  IRS  agents  and  ap°logists.  These  hearings  promise  to  be  bothen- 
w!l  and  infunatmg.  This  is  one  story,  however,  in  which  we  all  know  the 

sake'rf  the°AmexkanSpeo^  ^ The  IRS  has  to  be  cleaned  UP  f°r 


Prepared  Statement  of  David  Patnoe 

Good  morning  Mr.  Chairman  and  members  of  the  Finance  Committee.  My  name 
is  David  Patnoe.  I am  currently  an  Enrolled  Agent  in  Camarillo,  Cahforffia  ™ 
resenting  taxpayers  before  the  Collections  Division  of  the  Internal  Revenue  Service 
for  over  seven  years.  Prior  to  this,  I was  a Revenue  Officer  for  the  Internal  Revenue 
oervice  lor  over  ten  years. 

^rDfnrni™^y  teRUre  wlt>A^e  IRS’  1 ,was  8 Revenue  Officer,  an  On-the-Job  Instruc- 

Phaie  It  «nrt  PV^VerTe  0fficer8’  aaASStniCtAr  f0r  Revenue  Officer  training  schools 
i an?  phase  II  sessions,  an  Offer  in  Compromise”  Specialist  and  an  advisor 
in  the  Special  Procedures  function.  I have  worked  in  the  Anchorage,  Alaska;  Shreve- 

nnrtnntfU1fIana’ Br°okJyn>  New  York  IRS  offices  which  provided  me  a great  op- 
portunity to  see  how  collection  worked  in  different  areas  of  the  country  Now  work- 

shfe^tk' fr?myfhis^0Cate’  1 hrVe  had  the  °PP°rtunity  to  see  things  from  the  other 
Side.  It  is  from  this  wide  range  of  experience  that  I speak  to  you  today 

Jh?RsenIhf„liet1lVe  to  be  a iratber  “"iff1*?  background,  I have  found  dealing 
wth  IRS  personnel  to  be  quite  disturbing  in  a few  cases,  and  downright  maddening 

p?rtICU!ar, 1 haLe  had  my  w?rst  experiences  with  people  I believe  had 
insufficient  training  to  be  performing  the  jobs  they  were  assigned.  In  some  instances 
their  actions  were  outright  illegal  and  higWy  abusive.  instances 

The  trouble  with  discussing  “abusive”  tax  collection  is  that  there  is  no  line  drawn 
between  replar  tax  collection  and  abusive  tax  collection.  When  you  consider  that 
the  very  act  of  a Revenue  Officer  imposing  their  will  on  a taxpayer  by  use  of  a levy 
on  wages  or  retirement  funds  or  a seizure  of  assets,  such  as  a personal  residence 
will  probably  be  considered  abusive  by  a lot  of  people,  and  surely  by  the  taxpayer 
themselves.  My  definition  of  abusive’  tax  collection  is  the  illegal  use  of  certain  col- 
lection  tools,  or  when  the  collection  tool  used  is  not  warranted  in  that  given  situa- 

Let  me  give  you  an  example  that  I think  will  demonstrate  what  I believe  is  occur- 
ring far  more  frequently  than  people  may  realize.  I was  hired  to  assist  in  a matter 
involving  the  improper  use  of  a levy.  A levy  is  generally  the  seizure  of  money  in 
some  form.  The  IRS  had  issued  a levy  on  one  of  my  client’s  receivables  owed  to  his 
business,  a sole  proprietorship.  But  the  tax  that  the  IRS  was  tiying  to  collect  on 
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the  levy  was  not  owed  by  my  client,  but  was  in  fact  owed  by  a company  that  my 
client  had  worked  for  at  one  time  as  an  employee,  with  no  ownership  interest  what- 

S°The  Revenue  Officer,  who  at  the  time  was  acting  as  an  On-the-Job  Instructor  for 
another  Revenue  Officer,  went  to  my  client’s  business  with  seizure  papers  in  hand 
The  client,  being  faced  with  the  seizure  of  his  new  business,  became  very  afraid  and 
paid  a payment  of  $7,000  to  forestall  the  seizure.  Now  he  paid  this  despite  the  tact 
that  he  did  not  owe  any  tax.  The  IRS  basically  scared  this  person  or  extorted 
him  into  paying  money  that  he  didn’t  owe  with  the  threat  of  seizing  his  business 
for  the  debt  of  the  company  he  had  at  one  time  worked  for.  . 

After  the  initial  payment  of  $7,000,  this  same  Revenue  Officer  issued  a levy  on 
one  of  the  client’s  accounts  receivable  for  roughly  $21,000.  That  money  was  going 
to  be  used  to  pay  the  client’s  payroll,  and  the  seizure  of  those  funds  would  have  ef- 
fectively put  the  client  out  of  business.  The  levy  itself  was  an  amazing  flight  of 
fancy  by  that  Revenue  Officer.  Remember,  there  was  no  relationship  nor  common 
ownership  between  these  companies.  The  client  simply  had  been  an  employee  ot  the 
company  that  owed  the  tax.  The  IRS  was  well  aware  of  these  facts.  Despite  having 
the  explanation  laid  out  in  black  and  white  the  Revenue  Officer  would  not  release 
the  levy  nor  refund  the  $7,000  she  had  collected  illegally  by  scaring  the  taxpayer 
when  she  first  showed  up  at  his  door. 

In  fairness,  let  me  add  that  there  are  instances  when  a tax  can  be  collected  irom 
someone  other  than  the  taxpayer.  A third  party  can  become  liable  if  there  was  a 
transfer  of  assets  for  less  than  fair  consideration,  or  if  a party  is  ho'd,^S  Property 
in  their  name  simply  to  evade  the  seizure  of  those  assets  for  taxes  due.  However, 
prior  to  collecting  from  a transferee,  or  a nominee,  the  IRS  must  go  through  a num- 
ber of  steps  involving  a group  called  Special  Procedures  Function,  and  the  office  of 

In  this  particular  instance,  none  of  this  had  been  done.  I informed  the  Revenue 
Officer  that  she  had  not  taken  any  of  the  required  steps  and  had  acted  without  ben- 
efit of  legal  counsel.  I added  that  her  actions  were  not  just  abusive,  but  blatantly 

illegal.  The  Revenue  Officer  responded  with  one  word:  AND?  ... 

Only  when  the  Revenue  Officer  realized  that  we  would  make  every  effort  possible 
to  expose  this  action,  did  she  come  back  with  a release  of  the  levy  When  you  con- 
sider that  this  was  an  experienced  Revenue  Officer  acting  with  her  Group  Man- 
ager’s approval,  and  not  to  mention  also  trains  other  Revenue  Officers,  her  actions 
were  absolutely  beyond  comprehension.  It  is  this  type  of  action  that  is  designed  to 
intimidate  and  instill  such  fear  that  the  IRS’  actions  can  succeed  without  question. 

I would  like  to  say  that  this  type  of  action  did  not  occur  while  I was  a Revenue 
Officer.  Unfortunately,  it  did.  I know  of  seasoned  tax  collectors  who  were  well  aware 
of  the  law,  take  actions  that  were  out  of  the  realm  of  legal  tax  collection.  In  one 
instance,  a Revenue  Officer  who  made  up  a seizure  document  titled  Nominee  Levy 
on  the  spot  prior  to  seizing  assets  from  someone  who  was  not  the  taxpayer,  was  soon 
after  made  a Group  Manager.  In  another  case,  I dealt  with  a Revenue  Officer  who 
had  accessed  the  IRS  computer  system  to  get  information  on  a case  I was  assigned. 
When  I questioned  the  Revenue  Officer  why  he  was  accessing  information  on  my 
case  he  stated,  . . my  wife  works  for  this  company  and  if  I can  help  her ^stnughteJi 
this  (company  problem)  out  it  will  be  a real  feather  in  ber  cap  . . . • I told  the  Keve- 
nue  Officer  to  put  the  printouts  away.  That  Revenue  Officer  also  became  a Group 
Manager.  These  actions  were  particularly  annoying  because  I believed  both  these 
Revenue  Officers  knew  what  they  were  doing  was  outside  the  scope  of  correct  tax 

“when"!  left  the  IRS  in  December  of  1989,  I considered  writing  mv  own  thesis 
about  tax  collection.  I wanted  to  suggest  that  IRS  tax  collectors  be  held  to  some 
standards  of  training  prior  to  promotion.  Not  only  should  they  be  held  to  standards 
of  training,  but  they  should  demonstrate  their  knowledge  on  proficiency  tests.  No 
Revenue  Officer  should  be  promoted  or  allowed  to  train  others  until  they  are  able 
to  pass  increasingly  difficult  proficiency  tests 
While  I was  working  for  life  I was  seriously  concerned  about  the  Agency's  escalat- 
ing tendency  to  place  unskilled  collectors  into  management  positions.  I used  to  call 
these  people  the  “ninety  day  wonders”— ninety  days  being  the  span  of  time  they 
spent  doing  Revenue  Officer  work  between  Phase  I and  Phase  II  Revenue  Officer 

trBaricBaffy,Siefound  that  people  hired  as  Revenue  Officers  would  be  detailed  to  do 
special  projects.  Usually  these  projects  were  thought  up  by  either  first  line  Man- 
agers  or  by  upper  level  Managers.  More  often  than  not  the  Project  was  to  justify 
some  type  of  statistic  related  to  cases  closed  or  money  collected.  The  projects  were 
administrative  work  that  did  not  lead  to  a knowledge  of  collection  procedures,  or  re- 
quirements  put  on  Revenue  Officers  by  the  laws  and  regulations. 


Because  management  had  put  these  Revenue  Officers  on  these  projects  these 
same  Managers  would  not  hold  them  back  when  it  came  time  to  be  considered  for 
promotion.  Many  times  someone  who  had  only  attended  the  two  phases  of  Revenue 
Officer  training  was  promoted,  even  though  that  individual  may  never  have  actually 
knocked  on  a door,  collected  tax,  or  worked  with  others  in  the  process  of  collecting 
taxes,  his  led  to  people  being  promoted  who,  in  turn,  qualified  to  be  in  management 
based  solely  on  the  fact  that  they  were  at  the  right  grade  level.  I can’t  remember 
the  number  of  times  I heard,  “You  don’t  have  to  know  how  to  collect  taxes  to  be 
a Manager,  you  just  have  to  know  how  to  Manage!”  It’s  amazing  that  someone  who 
doesn’t  know  much  about  collection  is  put  in  charge  of  people  who  are  sent  out  to 
collect.  The  person  the  Revenue  Officer  is  supposed  to  depend  on  for  the  first  level 
of  advice  on  difficult  cases  only  needs  to  “know  how  to  manage,”  but  not  how  to  col- 
lect taxes.  It  is  especially  frightening  because  these  Managers  are  required  to  review 
and  approve  certain  actions  of  Revenue  Officers  based  on  their  own  understanding 
of  what  action  is  appropriate  under  the  IRS  policies,  as  well  as  the  law. 

As  a result  of  this  training  and  promotion  practice,  new  Revenue  Officers  have 
become  less  and  less  effective,  while  many  of  the  current  Managers  do  not  know 
what  the  Revenue  Officers  are  supposed  to  do.  Additionally,  many  of  these  Man- 
agers are  basing  day  to  day  decisions  on  whatever  they  determine  important  to  their 
own  supervisors  in  order  to  “look  good.”  And  what  were  these  managers  judged  on? 
Sheer  numbers.  How  many  dollars  collected  or  how  many  cases  closed  was — and 
is — the  bottom  line.  Make  no  mistake  about  it,  there  are  goals,  quotas,  that  may 
be  unstated  but  well  known  to  the  agent,  that  are  driving  many  of  the  actions  you 
will  hear  about  today.  So  what  we  have  now  are  Managers  who  are  not  thoroughly 
schooled  in  the  collection  of  taxes  but  making  decisions  based  on  how  they  can  get 
their  numbers  up. 

Now  the  cycle  is  complete.  Managers,  knowing  little  about  what  their  employees 
are  supposed  to  be  doing,  are  evaluating  their  employees  on  how  they  could  collect 
more  tax  or  close  more  cases.  Since  these  Managers  do  not  know  enough  about  tax 
collection,  they  have  a tendency  to  require  the  Revenue  Officer  to  take  actions  that 
might  not  be  correct  but  which  the  Managers  feel  would  lead  to  a higher  closing 
rate  or  higher  dollar  collection.  Sometimes  the  action  might  even  be  illegal  but  the 
Managers  did  not  know  it,  simply  recognizing  that  a particular  action  resulted  in 
more  closures.  The  newer  Revenue  Officers  might  not  know  a particular  action  is 
illegal  because  they  haven’t  been  around  long  enough,  or  are  simply  not  sufficiently 
trained. 

The  new  Revenue  Officers,  who  have  been  taking  direction  from  these  Managers, 
get  promoted  and  are  now  placed  in  the  position  of  an  "On  the  Job  Instructor.”  So 
you  see,  the  cycle  continues  and  the  quality  of  tax  collection  gets  worse.  As  it  gets 
worse,  Congress  gets  more  complaints  from  irate  taxpayers. 

In  closing  I would  like  to  add  one  thing.  I know  too  many  people  who  collect  tax 
for  the  IRS  that  are  fine,  hard  working,  honest  people  to  paint  the  IRS  tax  collection 
with  a broad  brush. 

To  a great  number  of  employees  at  the  IRS,  these  abuses  are  not  more  tolerable 
than  they  are  to  this  Committee.  It’s  a shame  that  these  abuses  can  cast  a cloud 
over  these  same  people.  The  number  of  abuses  compared  to  number  of  cases  worked 
is  still  small.  It  nonetheless,  is  way  too  large  to  be  acceptable.  No  abuse  is  accept- 
able. 

There  are  many  people  with  great  technical  knowledge  and  skill  whose  talent 
would  be  better  utilized  teaching  and  aiding  others.  The  Managers  who  don’t  have 
the  knowledge  or  skill  to  direct  tax  collection  could  learn  a great  deal  from  some 
of  these  people.  They  might  not  learn  anything  about  management  but  they  need 
to  learn  about  tax  collection.  This  may  mean  a reduction  in  production  as  far  as  clo- 
sures and  dollars  collected  for  a few  months  or  even  a year,  but  over  the  course  of 
one  to  two  years,  it  should  result  in  an  increase  in  collection  of  revenues  and  less 
complaints  for  the  members  of  Congress  to  address. 

The  office  of  the  Ombudsman  and  the  offices  of  the  Problem  Resolution  Program 
should  be  manned  with  highly  skilled  tax  collectors  who  are  capable  of  resolving 
these  issues  before  they  become  highly  contentious  issues  argued  at  higher  levels. 

I want  to  thank  you  Mr.  Chairman,  and  members  of  the  Committee,  for  allowing 
me  to  speak  here  today  about  a few  things  that  have  been  on  my  mind  for  the  last 
several  years. 
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Prepared  Statement  of  Hon.  Harry  Reid 

Mr.  Chairman,  thank  you  giving  me  the  opportunity  to  submit  testimony  today 
during  these  hearings  on  IRS  oversight.  Ever  since  I have  served  in  this  body,  I 
have  been  very  concerned  about  the  rights  of  the  American  taxpayer.  I have  listened 
with  great  interest  to  the  testimony  of  the  witnesses  of  the  past  few  days  and  I 
would  like  to  take  this  opportunity  to  offer  my  thoughts  as  to  why  the  American 
taxpayer  feels  so  much  anger  towards  the  IRS. 

The  IRS  is  a huge,  powerful  bureaucracy  with  enormous  control  over  American 
lives.  The  power  vested  in  the  IRS  has  led  to  overzealous  tax  collectors.  As  a mem- 
ber of  the  House  of  Representatives,  I introduced  a “Taxpayers’  Bill  of  Rights"  to 
put  taxpayers  on  equal  footing  with  the  Internal  Revenue  Service.  In  my  maiden 
speech  on  the  Senate  floor,  I continued  my  call  for  IRS  reform. 

During  debate  of  the  bill,  I reviewed  countless  horror  stories  of  flagrant  abuse  by 
an  overbearing  and  overzealous  IRS.  One  Las  Vegas  motel  manager  had  her  salary 
garnished  and  a lien  placed  on  her  house  because  the  IRS  was  trying  to  recover 
money  her  ex-husband  incurred  when  she  wasn’t  even  married  to  him! 

One  man  had  filled  out  200  forms  with  the  IRS,  only  to  receive  a bill  for  $50  PER 
FORM  because  he  did  not  use  a ten  pitch  typewriter.  This  man’s  company  only 
owned  one  12  pitch  typewriter.  The  result  of  the  IRS  action:  $10,000  in  fines  and 
$150  for  a new  typewriter. 

Yet  another  Nevada  woman  was  audited  because  she  filed  late.  She  had 
misclassified  expenses,  so  in  August  1986  the  IRS  told  her  she  owed  between  $4,000 
and  $6,000  without  penalties.  She  waited  to  hear  from  the  IRS  for  an  exact  amount, 
but  no  word  came  until  January  1987,  when  she  got  a $22,000  IRS  bill  for  reassess- 
ment and  penalties. 

But  perhaps  the  one  of  the  most  outrageous  IRS  abuses  I ever  witnessed  was  the 
failed  IRS  sting  operation  known  in  Las  Vegas  as  “Project  Layoff.”  From  April  1984 
to  March  1985,  the  Reno  office  of  the  IRS  wagered  $22  million  in  Las  Vegas  as  part 
of  a sting  operation  designed  to  nab  tax  cheats  and  organized  crime  figures.  But  it 
turned  out  the  only  thing  that  got  nabbed  was  thousands  of  dollars  in  profits  by 
those  running  the  operation.  Thousands  of  dollars  went  unaccounted  for,  the  IRS 
attempted  to  cover  up  its  mistakes  and  lie  to  investigating  authorities,  documents 
were  destroyed  ...  it  was  a classic  example  of  how  not  to  run  an  investigation  and 
the  IRS’s  credibility  was  seriously  impaired. 

After  years  of  harping  about  IRS  abuse,  Congress  passed  my  Taxpayers’  Bill  of 
Rights,  and  in  1988  it  became  law. 

The  landmark  law  guarantees  taxpayers  the  right  to  have  an  attorney  represent 
them  before  the  IRS,  requires  the  IRS  to  clearly  explain  taxpayers’  rights  to  them; 
forbids  the  IRS  from  using  quotas  for  audits  or  property  seizures;  and  allows  tax- 
payers to  recover  financial  damages  caused  by  the  IRS,  among  other  provisions. 

The  Taxpayer  Bill  of  Rights  has  made  great  strides  to  put  average,  working  Amer- 
icans on  a level  field  with  the  IRS.  Now,  we  have  expanded  the  original  mandate 
to  further  strengthen  taxpayer  rights.  The  Taxpayer  Bill  of  Rights  II,  written  by 
Senator  Grassley  and  Senator  David  Pryor,  further  strengthens  citizens  rights  with 
the  IRS  by  providing  relief  from  retroactive  Treasury  Department  regulations  and 
setting  up  a taxpayer  advocate  office  dedicated  to  enforcing  the  rights  of  taxpayers 
being  pursued  by  tax  collectors. 

I worked  on  the  Taxpayer  Bill  of  Rights  I and  II  to  give  taxpayers  more  power 
in  dealing  with  the  collection  agency.  I am  happy  that  Congress  and  the  President 
have  acted  on  these  necessary  measures.  The  door  remains  open  for  future  improve- 
ments at  the  IRS  and  I count  on  receiving  ideas  and  suggestions  from  this  Commit- 
tee to  help  make  this  agency  more  accountable  to  tax-paying  Americans. 

Who  knows,  we  could  have  the  beginnings  of  a Tax  Payers  Bill  of  Rights  III  being 
written  right  here. 

But  all  the  laws  in  the  world  won’t  fix  what  I believe  is  the  real  problem  with 
the  IRS  . . . our  current  income  tax  system.  We  have  a system  which  rewards  the 
lazy  and  hurts  those  who  work.  Our  tax  code  is  so  complex  that  we  have  built  up 
an  entire  cottage  industry  of  financial  planners  to  decipher  for  us  each  year. 

It  is  a flawed  system  which  is  broken  and  I believe  we  need  to  start  seriously  ex- 
ploring a new  way  to  collect  taxes.  I favor  a consumption  based  tax  and  have  been 
researching  several  plans  circulating  through  the  halls  of  the  Capitol. 


Mr.  Chairman,  oversight  is  a very  important  part  of  our  job  here  in  the  Senate 
and  I applaud  you  for  providing  the  opportunity  for  the  American  people  to  air  their 
grievances  with  the  IRS.  This  kind  of  intense  public  scrutiny  coupled  with  laws  like 
the  Taxpayers  Bill  of  Rights  I & II,  and  the  support  of  both  Democratic  and  Repub- 
lican Presidents,  will  help  keep  the  IRS  on  its  toes  and  focused  on  its  mission  of 
serving  the  taxpayers,  not  serving  them  up. 

But  I would  also  encourage  you  and  your  committee  to  explore  ways  to  change 
a system  which  may  be  damaged  beyond  repair.  Let’s  not  be  afraid  to  consider 
scrapping  what  we  have  in  favor  of  something  which  will  work  for  all  of  us. 


Submitted  by  Hon.  John  D.  Rockefeller  IV 


THE  DEPUTY  SECRETARY  OF  THE  TREASURY 

WASHINGTON 


September  24,  1997 


The  Honorable  John  D.  Rockefeller 
Senate  Committee  on  Finance 
United  States  Senate 
Washington,  D C.  20510 

Dear  Senator  Rockefeller: 

Thank  you  for  requesting  information  about  IRS’s  consultations  with  Congress  on  its  strategic 
plan,  and  in  particular,  about  any  negative  feedback  the  IRS  received  about  its  revenue  goals 
during  those  consultations. 

The  IRS  submitted  drafts  of  its  strategic  plan  to  this  Committee  and  others  early  this  summer. 
Strategic  planning  executives  from  IRS  and  the  Department  met  with  staff  of  the  Finance 
Committee  on  September  4-  1997  and  have  made  themselves  available  to  answer  any  nnestiopsnr 
respond  to  any  concerns  by  members  and  staff  during  the  entire  strategic  planning  procck.  ni^np 
t hese  con^ttations_wthLCongress,  we  discussed  with  the  start' our  mission,  our  goals,  and  our 
performance  metrics.  ” — — s 


Let  me  briefly  describe  that  measurement  system  The  IRS  employs  a balanced  performance 
measurement  system,  including  measures  of  compliance,  customer  service,  and  productivity. 
Because  the  IRS  is  responsible  for  collecting  the  revenues  that  fund  the  Federal  government,  the 
system  includes  revenue  measures  such  as  the  following: 

• Total  Net  Revenue  Collected; 

• Total  Collection  Percentage; 

• Total  Enforcement  Revenue  Collected;  and 

• Collection  Dollars  Per  FTE 

The  measurement  system  also  includes  customer  service  metrics,  such  as  Taxpayer  Burden, 
Telephone  Service  Level  of  Access,  Problem  Resolution  Program  Cycle  Time,  and  Refund 
Timeliness. 

Not  asingle  staff  member  or  member  of  Congress  expressed  any  concern  about  the  IRS’s 
use  of  revenue  measurements,  or  suggested  that  there  should  be  less  emnhasii  on  the 
revenue- rc|gltd  goaljlln  fact,  the  feedback  from  these  consultation  sessions  included  a number 
of  positive  comments  about  the  Service’s  strong  commitment  to  measure  the  outcomes  of  its 
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The  IRS's  use  of  revenue  measures  is  not  a new  phenomenon)!  For  years,  the  IRS  has  consistently 
presented  performance  measures^ "including  revenue  measures  -Thus  budget  and  strategic  plan 
submissions  to  Congress'  The'Service  has  seldom  been  criticized  for  including  them,  and  has 
often  been  complimented  for'ibiasuhng  its  performance  using  hard  numbers  that  can  be 
monitored.  GAO  has  even  asked  the  IRS  to  be  even  more  aggressive  in  using  revenue  metrics,  so 
that  the  agency  would  be  even  more  accountable  for  its  performance  as  the  nation  s tax  collector. 

We  take  very  seriously  any  public  concern  that  IRS  might  be  using  revenue  targets  to  rate 
individuals’  performance,  for  doing  so  clearly  violates  the  law.  The  IRS  and  the  Department  are 
determined  to  follow  up  on  cases  where  there  is  evidence  of  such  an  illegal  practice.  Despite  our 
conviction  that  revenue  goals  are  not  the  right  way  to  evaluate  individual  employees,  however,  we 
continue  to  believe  that  the  IRS  must  be  held  accountable  for  its  tax  collection  responsibilities  - 
and  therefore  must  have  some  revenue  collection  objectives. 

The  IRS's  measurement  system  has  been  evolving  and  improving  over  the  last  few  years.  The 
Service  and  Treasury  both  recognize  that  further  improvements  are  needed.  We  are  particularly 
interested  in  developing  more  sophisticated  customer  satisfaction  measures,  and  in  improving  the 
precision  of  the  data  underlying  some  of  our  measures.  We  will  continue  to  work  toward  this 
end,  and  would  welcome  any  advice  and  feedback  from  Congress  and  other  stakeholders  about 
how  we  can  improve  our  efforts.  Thank  you  again  for  your  interest  in  this  important  issue. 


Sincerely, 

Lawrence  H.  Summers 


INTERNAL  REVENUE  SERVICE 
EMPLOYEE  DISCIPLINARY  ACTIONS 


The  chart  below  lists  employee  disciplinary  actions 
taken  by  the  Internal  Revenue  Service  over  the  past 
three  years  for  cases  involving: 

► misuse  of  position  or  authority; 

► taxpayer  complaints  or  charges;  or 

► rude  or  discourteous  conduct. 


Disposition 
of  Cases 

FY 

1995 

FY 

1996 

FY 

1997 

Totals 

Admonishment 

26 

27 

27 

80 

Reprimand 

42 

37 

38 

moi 

Suspension,  14  days  or  less 

41 

34 

40 

115 

Suspension,  more  than  14  days 

13 

3 

9 

25 

Reduction  in  Pay  or  Grade 

3 

2 

2 

7 

Separation  of  Temporary  Employee 

1 

0 

1 

2 

Probation  Separation 

6 

8 

12 

26 

Removal,  Probation  Complete 

18 

12 

17 

47 

Resig.,  Retire,  etc.,  SF50  Not  Noted 

12 

7 

19 

38 

Resig.,  Retire,  etc.,  SF50  Noted 

6 

5 

7 

18 

Total  Number  of 
Employees  Disciplined 

168 

135 

172 

475 
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THE  DEPUTY  SECRETARY  OF  THE  TREASURY 

WASHINGTON 


September  26, 1997 


The  Honorable  William  V Roth,  It. 
Chairman 

Committee  on  Finance 
United  Staler  Senate 
Washington,  D C.  20510 


Dear  Chairman  Roth: 

my  letter  of  September  24  to  Senator  Jay  Rockefeller  (D-WV), 
consultations  with  Congress  on  Its  strategic  plan  under  the  Government  Performance  and  Results 

Act  (GPRA) 

I am  writing  to  clarify  my  letter  with  respect  to  the  issue  of  IRS  performance  "^^^arate 
from  main  Treasury's  GPRA  consultations  with  Congress,  Donna  Steele  ^ of 
IZ^ommittee  has  very  helpfiilly  expressed  concern  attain 
the  IRS.  I am  also  attaching  helpful  comments  on  the  IRS  s performance  f these 
National  Commission  on  Restructuring  the  IRS  I regret  that  my  letter  dtdnot  reference  these 
comments.  I have  asked  my  staff  to  verify  whether  there  were  other  comments 

I ask  that  the  Senate  Finance  Committee  include  this  letter  in  its  hearing  record. 


cc:  The  Honorable  Darnel  Patrick  Moynihan 

The  Honorable  Jay  Rockefeller 
The  Honorable  Robert  Kerrey 


Sincerely, 


The  Honorable  Rob  Portman 
Ms.  Donna  Steele  Flynn 


Attachment 


A lor,  ^ J't'Z  L 7^, 

Workforce  and  Culture 


that  employees  will  execute  orders  and  follow  directions.  The  negatives  are  that  the  IRS 
environment  often  does  not  encourage  personal  or  organizational  growth,  and  stifles  creativity, 
innovation,  and  quick  problem  resolution. 

The  IRS  provides  minimal  incentive  for  managers  or  front-line  workers  for  achieving  mission. 
Most  managers  interviewed  said  that  rather  than  use  their  judgment  to  assist  taxpayers,  they 
document  changes  they  think  will  help  the  system,  and  send  them  through  the  chain  of  command 
for  approval.  Most  managers  indicated  that  this  is  often  discouraging  due  to  the  time  lag  caused 
by  the  multiple  layers  of  management  approval  required  to  override  systems.  Front-line 
employees  and  managers  rarely  receive  a response  to  their  suggestions.  In  addition.  Congress, 
Treasury,  GAO,  and  the  press  tend  to  focus  on  failures  without  acknowledging  successes.  Both 
internal  and  external  forces  foster  an  environment  in  which  employees  value  rules  over 
outcomes,  and  do  little  to  encourage  the  use  of  judgment  in  handling  taxpayer  problems.  While 
the  IRS  traditional  career  path  develops  good  managers  of  labor  intensive  operations,  it  does  not 
produce  enough  business  strategists  or  innovative  leaders  of  technology  based  process  change. 


The  lack  of  structure  to  improve  operations  based  on  input  from  front-line  personnel  and 
managers  is  miiTored  at  the  highest  levels  of  the  organization.  Senior  managers  expressed 
frustration  that  the  infrastructure  and  decision  making  process  at  the  IRS  does  not  encourage  a 
full  airing  of  issues.  Dissent  often  is  frowned  upon,  and  top  level  decision  makers  are  not  always 
given  the  best  options  for  making  strategic  decisions.  Often,  the  institution  views  even 
constructive  criticism,  whether  internal  or  external,  as  an  attack,  blunting  the  opportunity  to  have 
a full  review  of  issues  and  solutions. 

Internal  Performance  Measures 

The  IRS  has  a formal  system  for  reviewing  and  evaluating  its  front-line  employees  and  managers 
based  on  “critical  elements"  for  every  job  description.  Employees  are  rated  by  their  managers  on 
their  performance  in  each  of  these  elements  on  a five  point  scale  In  addition  to  understanding 
that  they  must  meet  a certain  level  of  performance  for  the  critical  elements,  field  employees  are 
aware  of  the  numerical  performance  goals  that  must  be  met  by  their  group,  division,  and  District 
or  Service  Center.  Current  law  prohibits  Revenue  Agents,  Tax  Auditors,  and  Revenue  Officers 
from  being  evaluated  by  numerical  goals.  Congress  created  this  rule  to  ensure  that  taxpayers 
would  be  treated  fairly  and  not  be  subject  to  dollar  quotas  that  field  employees  might  feel 
pressure  to  meet. 

The  Commission  applauds  the  IRS  for  its  attempts  to  develop  a measurement  system  that 
influences  employee  behavior  in  a positive  way.  While  measures  have  consistently  improved 
over  the  past  five  years,  they  still  need  further  refinement  and  development.  Most  employees 
interviewed  at  the  IRS  are  concerned  that  the  internal  measurement  systems  (the  Field  Office 
Performance  Index  (FOPI),  Service  Center  Operations  Index  (SCOI),  and  the  formal  system  for 
evaluating  employees  that  the  agency  uses  as  a vehicle  to  influence  employee  behavior)  are 
ineffective  and  encourage  perverse  behavior.  Employees  believe  that  the  numerical  standards  of 
the  FOPI  and  SCOI  do  not  measure  long-term  quality  performance  accurately.  Consequently, 
employees  put  an  emphasis  on  short-term  performance  and  meeting  goals  of  efficiency  (as 
measured  by  the  FOPI  and  SCOI),  rather  than  on  a balanced  focus  on  efficiency,  quality,  and 
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A Vision  for  a New  IRS 

♦u*t  Hav-fo-dav  measures  of  employee 
The  Commission  encourages  the  IRS  to  0ne  0f  the  most  significant  efforts 

performance  and  behavior  align  with  system  to  encourage  behavior 

that  the  IRS  must  undertake  is  to  redesign  its  ntem  prerequisite  to  building  internal 

which  makes  it  easy  for  taxpayers  to  m^twith  the  of  the  agency, 

measures  is  buy-in  among  IRS,  those  responsi  S sector  exper1s  t0 

and  external  stakeholders.  Once  pnonties  are  set,  the  IRS 
help  it  further  refine  its  internal  measures. 

Constraints  on  management  management  and  front-line  personnel  in 

IRS  management  feels  that  it  is  very  difficult  8b  ® the  IRS  budget  has 

order  to  deal  with  workload  and  pnomy ***** ££  s constrained  in  managing  the 
decreased,  and  there  is  a growing  ' on  the  payrolls,  from 

IRS  workforce.  Most  notably,  managemen  p ,io„  of  the  federal  civil  service  rales, 

what  the  Commission  has  been  able  to  discern,  decisions  causes  the 

labor  relations,  and  management's  unless  to  ^ ^ 

organization  to  feel  constrained  in  its  ability  to  workers— from  senior 

ineffective  workers.  The  Co“°"  “fve^co^  for  carrying  ou,  die  IRS 
mangers  to  middle  managers  to  front-line  employees-accounta 

mission. 

workforce.  To  do  bus,  die  IRS  needs  the  m«‘  ,h- 

to  redesign  its  salary  and  'ncm,1Je  st™c^  (hat  the  new  IRS  leadership  work  with  Us 

and  to  hold  non-perfoimers  accountable.  gg  jnc-ntive  systems.  In  this  regard.  Congress 

Board  of  Directors  and  Congress  to  ^ * provided  the  Federal  Aviation 

should  consider  providing  the  IRS 1 wth  sum  commitment  to  training  personnel,  and 

Administration.  In  addition,  the  IRS  must  in  taxpayers,  increasing  compliance,  and 

Should  encourage  new  ideas  and  approaches  to  serving  taxpay 

increasing  productivity. 

Again,  the  Commisston  is  convinced  that 

and  quality  of  workforce  need  to  be  dnven  by  IR?  leadra  set  thc  stage  for 

in  governance  and  management,  as  outlined  m Sec  on  1 „ tl,e  successful 

fundamental  organizational  change,  and  are  tecessary  pr  eq 
implementation  of  the  changes  recommended  in  Section  i. 
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Prepared  Statement  of  Hon.  William  V.  Roth,  Jr. 

This  morning  we  begin  the  first  of  three  days  of  oversight  hearings  into  the  tac- 
tics, management,  and  inner  workings  of  the  Internal  Revenue  Service.  There  is  no 
other  agency  in  this  country  that  directly  touches  the  lives  of  more  Americans.  Nor 
is  there  any  agency  which  strikes  more  fear  into  their  hearts.  The  threat  of  an 
audit — the  awesome  power  of  the  IRS — looms  like  the  sword  of  Damocles  over  the 
heads  of  taxpayers. 

As  Chairman  of  the  Senate  Finance  Committee,  I wanted  to  know  why.  I wanted 
to  understand  where  this  fear  came  from.  I wanted  to  know  if  it  was  justified.  Our 
Committee’s  responsibility  is  to  provide  the  oversight  of  this  agency.  This  is  a re- 
sponsibility I take  seriously.  So,  in  January  of  this  year — with  the  support  of  my 
friend  and  colleague,  Senator  Moynihan,  I began  an  investigation  into  how  this 
agency  conducts  business  with  the  American  people. 

There  is  no  political  bias — no  partisan  motive— behind  our  investigation  and  these 
hearings.  As  I said,  they  were  initiated  some  eight  months  ago,  and  what  we  have 
discovered  indicates  that  problems  within  the  IRS  are  not  recent.  They  cover  several 
Administrations. 

Let  me  also  say  that  the  IRS  is  made  up  of  many  fine  men  and  women — men  and 
women  of  great  character  and  integrity,  who  perform  a vital  and  very  difficult  job 
for  this  country.  In  reflecting  upon  our  investigation,  I found  this  to  be  especially 
true,  and  I note  that  without  the  help  of  many  such  IRS  employees,  our  investiga- 
tion would  have  been  incomplete. 

There  is  no  doubt  that  the  powers  of  the  Internal  Revenue  Service  are  extraor- 
dinary. The  IRS  can  seize  property,  paychecks,  and  even  the  residences  of  the  people 
it  serves.  Businesses  can  be  padlocked,  sometimes  causing  hundreds  of  employees, 
who  are  also  taxpayers,  to  be  put  out  of  work.  In  some  instances,  the  first  a tax- 
payer is  aware  of  any  enforcement  action  by  the  IRS  is  when  his  or  her  bank  calls 
to  notify  that  funds  have  been  frozen.  The  IRS  can  take  these  actions,  in  many 
cases,  without  giving  the  taxpayer  notice,  or  opportunity  to  be  heard. 

This  is  an  awesome  amount  of  power  to  place  in  the  hands  of  any  governmental 
agency.  Is  it  appropriate?  Perhaps.  But  with  such  power  there  must  be  an  effective 
counterbalance  of  responsibility.  Why?  Because  the  greater  the  power,  the  more  ex- 
tensive the  damage  that  can  be  done  if  that  power  is  abused.  Any  agency  with  such 
power  must  be  above  reproach — especially  as  that  awesome  power  allows  it  to  per- 
vade the  most  sensitive  aspects  of  our  citizens’  private  lives. 

Congress  has  granted  such  power  to  the  IRS.  As  a consequence.  Congress  has  a 
fundamental  responsibility  to  see  that  the  IRS  operates  with  the  highest  degree  of 
integrity,  honor  and  ethics.  As  the  Good  Book  says,  “Where  much  is  given  . . . much 
is  required.” 

Unfortunately,  our  investigation  to  date  has  found  that  in  many  cases  such  high 
standards  are  not  being  upheld.  Over  the  course  of  the  next  three  days  we  are  going 
to  see  a picture  of  a troubled  agency,  one  that  is  losing  the  confidence  of  the  Amer- 
ican people,  and  one  that  all  too  frequently  acts  as  if  it  were  above  the  law. 

This  is  unacceptable. 

Even  high-ranking  employees  of  the  agency  have  come  forward  at  some  risk  to 
themselves  and  their  careers  to  speak  with  us.  In  consequence  of  such  risks,  employ- 
ees who  will  testify  have  requested  confidentiality,  and  we  have  honored  that  re- 
quest. We  have  also  talked  with  many  private  citizens  whose  lives  have  been  altered 
by  IRS  actions.  These  men  and  women  have  related  their  sometimes  tragic  experi- 
ences, not  out  of  vindictiveness,  or  mean-spiritedness,  but  out  of  deep  concern  and 
the  fundamental  belief  that  such  a violation  of  their  civil  rights  should  not  have 
taken  place— not  in  America. 

We  have  listened  to  these  men  and  women,  and  we  are  holding  these  hearings 
because  one  thing  is  certain:  we  can’t  fix  the  IRS  without  knowing  what  ails  the 
IRS.  What  we  seek  is  constructive  criticism — criticism  with  the  intent  to  improve, 
not  destroy — to  protect,  not  denigrate.  This  is  not  IRS  bashing;  it  is  oversight.  There 
will  be  no  condoning  of  tax  protestors,  or  any  others  who  would  misinterpret  our 
objectives  to  legitimize  anti-government  attitudes  or  behavior.  These  hearings  are 
about  good  government,  about  correcting  problems  within  government — problems 
that  are  acknowledged  by  those  whose  lives  are  dedicated  to  public  service. 

Responsible  oversight  is  the  best  way  to  ensure  that  not  only  is  the  government 
meeting  the  needs  of  the  people,  but  it’s  the  surest  way  of  letting  the  people  know 
that  they  have  influence  over,  and  a strong  voice  in,  their  government.  That’s  what 
these  hearings  are  all  about.  Just  as  the  IR3  is  quick  to  say  that  no  honest  taxpayer 
should  fear  an  audit,  no  government  agency  should  ever  fear  a Congressional  inves- 
tigation into  its  activities. 
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While  it  is  imperative  that  America^  pay  thei^  fair^share  of  tows 
thE^Ute^a^nqf  duu^ed^wiS^Sw^sponsibUi^r  for  this  activity  bei.r,  honest,  open 
ountabfe. 


and  accountab  IC>  , . . 

With  this  introduction,  I believe  it  s inv 


eve  it’s  important  to  outline  how  we  went  about  con- 

odology  fair  and  yet  still  br%®We^^Vr^k  varifu8  cases  to  the  IRS  and  re- 
newed* e veiy'd ocument1  that  %W  obtain.  We  interviewed  the  IRS  employees  in- 
volved in  the  particular  cases.  . t number  of  these  cases.  We  will  hear 

from  6texpayerst  w™o  h^e\)Wi^nmv™dato^ contact^thuf  com- 

S.U«yi*lsC  as  a sampling  which  demonstrates  the  signdicance 
of  problems  and  concerns  within  the  agency. 

The  facts  will  be  startling.  , ,™a  • fnrbidden  by  the  Internal  Revenue 

For  instance,  while  the  use  of  Pseu^°1i^™._„nt  areas  Qf  Criminal  Investigations 
Manual— except  for  those  in  the  law  enf  j,ave  been  issued  false  identifica- 

and  Inspections  divisions  js  ^ protect  agents  from  assault, 

tion  credentials  While  the  IRS  ^f^nntable  Even  members  of  the  Metropolitan 

d"g'r’ ""  ,h*ir 

the  individual  statistics  of  an  ^ employee.  w have  learned  that  even  at 

You  will  hear  a lot  about  stataatics  and I quota*. ■*«  “5^c1|‘^auged  problems 
managerial  levels i,  the  drive  to  a^e  tbe  pepofp  is  specifically  prohibited  in 

in  many  areas  of  the  country,  wnue  their  ;$,s  it  appears  to  be  commonplace. 

And  this,  b«»“  ■»«  ”r »» 

“S&'lKi.™,  are  *. 

re1zedTeeverairpropeUAie8  ‘the  "ho  Cfseiz^proplAy6  Sef- 

zures'may  Kne^of^tatus^^  promotmn  aB  much  as  ^°^Sformance>  but 

SSW&.'S.-  5 SSt  K 5SS,  P.*~ 

“ra  ^ m.  »,.» b, 

^%yrr&^pVi.~k  *-2. • ? E ^r,4>Br» 

i «*■ — 

an  example  ef  that  method  during  the  course  orthi.lieatmg  ^^  hearjng  ja  ,hl.  pr,r 

businesses.  This  is  almost  1"cre^‘b  ? t ,i.e  Treasury  So  why  are  these  Ameri- 
ransZIiUdl  Ss^t’s  e°asy  Most  oftln,  these  are  the  taxpayers  who  can’t  afford 

the  --^>£SE  3 

S=b?  iron.  £££  OSSSXmm.  «"»'■*“  "r ,RS’ 

has  given  the  IRS  awesome  ^wer  in  an  ^ ?bPlity  to  ensure  that  such  power 

mendous  responsibility,  it  is  also  Congress  P | f th  t.nxpayer  and  em- 

”d 


begs  that  Congress  address  three  fundamental  questions:  First,  does  the  IRS  have 
too  much  power?  Second,  if  Congress  were  to  limit  that  power,  what  expectations 
do  we  have  that  the  new  limits  will  be  more  effective  than  the  old  limits?  Third 
how  do  we  go  about  changing  the  culture  of  the  IRS? 

What  we  seek  to  do  is  help  the  IRS  get  back  to  its  mission  statement.  That  state- 
ment reads:  ‘The  purpose  of  the  Internal  Revenue  Service  is  to  collect  the  proper 
amount  of  tax  revenue  at  the  least  cost;  serve  the  public  by  continually  improving 
the  quality  of  our  products  and  services;  and  perform  in  a manner  warranting  the 
highest  degree  of  public  confidence  in  our  integrity,  efficiency  and  fairness.” 

This  is  our  desire.  Improving  the  IKS  is  not  only  good  for  taxpayers:  it’s  good  for 
government.  b 

SAN  FRANCISCO  ISSUE  96-31 
EXAM  DIVISION  EXAMINER 


Mnl\  car  Uipiu  I 


March  marked  the  halfWay  point  through  FY  96  and  is  an  appropriate  tiroeto  look  at  bow 
the  Examination  Division  is  doing  in  achieving  ha  goals.  Below  are  Bated  die  goals  for  FY 
96  and  accoapManenu  to  date  Also  Bated  ia  the  Western  Region  avenge  and  in  tome 
circumstances  where  die  San  Francisco  District  faHa  m relation  to  other  Districts  in  the 
Region. 


Category 

Goal 

Current  Through 
S/30/96 

Regional  Average 

RA  1040  $ per  Hour 

■MR 

S 771 

$ 980 

RA  1120$  per  Hoar 

wmmmm 

S 1,787 

■mm 

TA 1040  S per  Hour 

S 1,012  • 

S 664 

S 722 

For  both  RA  and  TA  1040  doBara  par  hour, 

a general  improvement  ia  needed.  A large 

improvement  can  be  made  by  bringing  down  boon  par  return. 

RA  1040  Cycle  Tune 

Business 

333 

248 

(3-  beet  in  Region) 

326 

Non-Busmen 

337 

. 348 

402 

TA  1040  Cycle  Time 

Busmen 

231 

187 

274 

Non-Busmen 

194 

173 

(3*beatinRe«ionl 

223 

\RA  1130  Cvelt  Time  1 376  I 403  I 373  I 

We  need  to  improve  our  1 120  cycle  time  but  this  it  not  of  overriding  concern  became 
these  reams  have  been  productive  and  may  take  e Bttle  lane  or  to  tum  rw  — '• 
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per  return  should  be  one  factor  winch  is  considered  k all  examinations  when  determining 
if  they  will  be  productive  or  not  If  we  can  improve  k this  ares  it  will  have  a dramatic 
effect  on  our  overall  productivity. 


EOMS  Standards  RA 

Current  Accomplishment 

Goel 

#3  Require  F3kn  Checks 

36% 

66% 

#9  Hme  Sp«n 

26% 

26% 

E0MS  Standards  TA 

Goil 

60% 

44% 

[ #9  Tims  Spin 

74% 

76% 

The  percents  above  delineate  the  District’s  effectiveness  rating  k the  categories.  As  can 
be  clearly  seen,  we  need  to  improve  k RA  time  span  on  cases,  RA  required  filing  checks, 
and  TA  time  span.  Previous  issues  of  the  GPE  have  stated  why  we  fid!  these  standards 
and  what  needs  to  be  done  to  pass  the  standards  on  each  examination.  If  you  are  unsure  of 
what  is  needed  to  pass  a standard,  please  consult  your  manager. 

Overall  the  District  has  hid  a moderately  successful  half  year  k meetkg  objectives.  Our 
hope  is  that  if  we  keep  the  organizational  goals  k mmd  we  can  have  an  exceptional  second 
half  of  the  year 


Prepared  Statement  of  Tom  Savage 

Good  moming/afternoon.  My  name  is  Tom  Savage.  I run  a small  construction 
management  company  in  Lewes,  Delaware,  which  my  wife  and  I own.  I want  to 
thank  the  Committee  for  the  opportunity  to  share  my  story  which  has  been  no  less 
than  a true  “horror  story"  for  my  wife  and  me. 

We  were  unfortunate  to  have  been  the  subject  of  a zealous,  unrelenting,  and  abu- 
sive pursuit  by  an  IRS  Revenue  Officer  with  the  assistance  and  complicity  of  attor- 
neys, and  particularly  the  lead  attorney  at  the  Department  of  Justice,  who  were 
charged  with  advising  the  IRS.  They  were  in  a position  to  stop  the  abuse  and  yet 
permitted  it  to  continue,  perhaps  even  causing  much  of  it.  In  the  interest  of  time, 
I will  simply  say  that  the  emotional  damage  done  to  my  wife  and  me  outstrips  the 
financial  damage  we  suffered,  which  was  not  insubstantial.  There  were  many  sleep- 
less nights.  Believe  me,  when  the  sources  of  the  government  are  unleashed  on  you, 
you  are  in  trouble,  no  matter  how  good  your  case.  Few  people  know  what  it  is  like 
to  be  in  the  cross-hairs  of  the  IRS.  We  unfortunately  do. 

I am  here  today  in  the  hope  that  by  telling  my  story,  and  participating  in  these 
hearings,  I might  help  bring  about  real  and  lasting  change  at  the  IRS.  For  the  sake 
of  other  taxpayers,  I hope  that  this  happens. 

The  nightmare  began  when  a subcontractor  of  Tom  Savage  Associates  or  TSA,  my 
own  company,  fell  behind  in  paying  its  employment  taxes.  The  case  ended  with  in- 
tense litigation  in  the  United  States  District  Court,  which  TSA  was  forced  to  bring 
in  order  to  recover  a payment  check  issued  by  the  State  which  had  been  wrongfully 
seized  from  it  by  the  IRS.  In  order  to  keep  my  company  afloat,  we  had  to  settle  the 
case,  much  as  this  offended  our  desire  to  “stand  on  principle.”  We  allowed  the  IRS 
to  keep  $50,000  of  the  check  that  was  seized  in  order  to  get  the  caBe  over,  since 
the  litigation  was  bankrupting  our  company  financially  and  us  emotionally.  We  re- 
gret not  having  pursued  the  case  to  the  end  but  we  had  to  save  our  business.  The 
government  had  endless  resources  to  drag  the  case  out.  We  did  not.  In  settling  the 
case,  the  government  extorted  $50,000  before  giving  back  the  check.  The  govern- 
ment attorneys  knew  that  it  was  going  to  cost  an  additional  $50,000  to  litigate  the 
case  and  used  it  to  leverage  the  IRS’  position. 

In  brief,  the  subcontractor  had  tax  problems  that  surfaced  during  the  period  it 
was  working  for  my  company,  TSA,  on  a project  for  the  State  of  Delaware.  Unknown 
to  TSA,  the  subcontractor  had  not  been  paying  its  employment  taxes  for  approxi- 
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mately  one  year  before  the  project  commenced  TCA  u . . 
ance,  was  building  a women’s  corrected fadiijv 8ubcon‘rector’8  assist- 
construction  while  TSA  oversaw  the  nmfeet  ■ j ^Contractor  performed  the 

the  project.  Toward  the  end  of  the  fob J the  5he  Perfo™ance  bond  for 

light.  The  IRS  investigated  the  subcon^  , tex  P™Wema  came  to 

amount  of  taxes  due  were  uncolleriiMr  S?n™ U,tR9ulckl ^ concluded  that  the 
money  fr°m  the  subcontractor,  thl  fevenue  Officer  to  h 8 Ul?able  *?  colIect  the 

T®A  F'lil  he,  attemPt«d  to  hold  me  person allv resD onJfhllf  ’ 8et  ^5  sight8  on 

serting  that  I was  a “responsible  nersnn"  SP,on  tor  the  unpaid  taxes,  as- 

proach  failed  when  my  tax  advisor8Pfiled  a leeaf  d®  8UContractor.  This  ap- 

deficiencies  with  this  theory,  so  the  IRS  thenweni  ft  d“m  exPlaming  the  severe 
asserted,  falsely  that  TSA  nnd  k * f 1 after  my  company.  The  IRS  now 

ployees  of  the  subcontractor  worktoe  fn  partne,r8  an<l  that  the  em- 

fictitious  association  between  TSA  fnd  the  sub^ontrnfto,  W el"Pl°yees  of  this 
the  Revenue  Officer  for  some  authority  for  assS  a‘lv,80rs  Pressed 

partnership”  that  he  had  established  between  TSA  fnd  ilf  knCe*of  th’8  fictitious 
enue  Office  pointed  to  a non-tax  Delaware  case  fat  was  ffJ,ubcontract('r;  The  Rev- 
Undaunted  by  challenges  to  nmvide  ■ at  88  tota"y  inapplicable, 

ship,”  the  Revenue  Officer  caused  the  IRSto  issuf  a^cfdlflett6  fl!ititi0.u?  “Partner- 
as  assessment  against  the  fictitious  “narti^rowAir  day  Stter>  which  proposed 
protest  with  the  IRS  ADDeals  Offiee  ofa  nerSi  P immediately  filed  a written 
put  the  case  behind  Appeals  Conference lo 

to  present  our  case  to  the  Appeals  Office  While  wafilnt  f6V  ^a6”  a?  opportunity 
to  be  scheduled,  the  IRS  seized  a laree  check  LTd^to  f. f the  ApptaIs  Conference 
Delaware  for  the  project.  At  the  timfof  the  8dzur^  „nd  company,  by  the  State  of 
was  no  assessment  entered  against  either  IVSA  nr  fh  ft  Jfe*  18  “fimficant,  there 
tween  TSA  and  the  subcontractor Even  if  one  were  te Partnership”  be- 
existed,  which  is  a generous  assumption  even  for  tto.  a9.s1'lmeft^at  tlle  partnership 
assessment  on  the  books  allowing  the  IRS  to  enfome  ,fak?  argument,  the  only 
contractor.  The  seizure  of  thrSfeck thus  :oll«et,on  wa?  against  the  sub- 

shut.  Existing  IRS  revenue  rulings  clearly  hold  thnAho  WTOI?gfi1!  levy.”  Open  and 
another  partner  may  not  be  seized  to  satisfy  the  tal  dihf.  a8sets  of  a partnership  or 
It  is  a fundamental  principle of tex  l«w%wd»tbts  °f  another  partner, 
any  taxpayer’s  property,  or  undertake  ai^t™  $a‘  fthe  government  may  not  seize 
payer  until  there  fas  Veen  an enforcement  action  against  a tax- 
of  you  not  versed  in  tax  procedure?  aTlssesfmeft  is8fhfS»dth®  ^.xpa?er  F°c  those 
of  a judgment.  In  our  case,  the  right  to  he  free  „f  „ 8 administrative  equivalent 
such  time  as  an  assessment  has  been  entorcwl  government  collection  action  until 
this  right  violated,  as  vrill  be  expla'Ld  to  f m^  fi^tly  violated.  Not  only  was 
to  sweep  this  fact  under  the  rugPin  the  US  DUtHrtr  thJl  , a w5uld  ,ater  attempt 
attorneys  were  so  hell  bent  on  “w^firin^  tLl  thf^  I"due?<*i  ‘he  government 

paign  during  the  proceedings  in  Dktrift  Courts  ZJf?  8 hehind-thescenes  cam- 
the  judge.  Tne  government  requested  nn  sanitize  the  record  presented  to 

tiff’s  brief  in  support  of  its  motion  for  snmf?ff?1°n.iof  tlme  to  respond  to  the  plain- 
tension,  entered  an  assessment  apainsf  51  J.^dgment  and  then,  during  the  ex- 
and  the  subcontract!?^  fictitious  “partnership”  between  TSA 

the  government’s  answering  brief  was  due  The**6  °f  demand”  the  Saturday  before 
audacity  to  argue  in  the"r Ynswering  briefest®  8tto™*8  then^ad  the 

against  the  fictitious  partnershin  assessment  had  been  entered 

that  the  assessment  was  entered  25  weeks  afteTth^IRq th  j f?venament’8  brief 
erally  days  before  the  answering  brief  was  filed  e,zed  the  check  and  lit- 

though  would  stop  the  abuse!  6 "led‘  A”d  these  were  the  attorneys  we 

quickly,  tlat^^gwir^enT^ tWdWfMc?de'th?ecaseat  the-tca8e  wol,ld  be  resolved 
a competent  attorney.  We  mlcs^d  w?mu“  The  1,  ! °nc!  i1  5ot  ,nto  the  hands  of 
not  going  to  give  it  up  without  a fight  6Faced  with^hif"”  ■'  and  was 

we  were  clearly  in  for  a protracted  battle  with  the  irc  a win-at-all-costs*  attitude, 
wife  and  me  we  chose  to  settle  tv,„,att  e the  As  much  as  it  offended  mv 
the  proceeds’.  Wewanted  toptlue  U?  “se  M keep 
destroyed  our  business.  end,  but  to  do  so  would  have 

my  attorneys  redtfeed^ thete^e^ub^nMly^n  enc°th6r  Pnancial  losses-  Although 
their  fees  were  substantial.  We  spent  $51  000  in  WUPrglng-rne  to  fiettle  th.e  case, 
aPProxiniately  $600  000  in  hiiRinpec  rif3,  eGiiln  connecl;ion  with  the 

ta/sAS1 mSsts  sna  .*;■ 
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countable  for  their  conduct.  Unless  abuses  of  this  type  committed  bv  the  IRS  and 
its  representatives  are  met  with  strong  response,  including  legislation  to  com- 
pensate victims  of  IRS  abuse,  they  will  continue. 

I thank  the  Committee  for  the  opportunity  to  be  here  today. 

Attachments. 


Facsimile  No.  8-22FL5U-6866 

HLPiEJS  :HTKiRBClarko 

5—15—1052 

CMNt  939X444 

FEDERAL  HXFRXSS 


U.S.  Departmetit  of  Jnrtk* 
TWx  Dfririoo 


PLEASE  REPLY  TO  P.  O.  Bar  227 

Bat  Frankibt  Station 
Washington,  D C 20044 


nomiATZ  RESPONDS  REQUESTED 


November  1,  1993 


H.  Stephen  Kaaaalaan 
District  Counsel 
Internal  Revenue  Service 
Mellon  Independence  Center 
701  Market  Street,  Suite  2200 
Philadelphia,  Pennsylvania  19106 


Re:  Toe  Savage  Associates,  Inc.  v.  United  States,  et  al. 

Cage  H<La-93-421-SLR  (VS DC  g.  B&U 1 

Your  ret:  CC: PHI-GL.-1B0-93-B  PKarxHarrison 

Dear  Mr.  Kesselman: 


Enclosed  please  find  tor  your  information  the  plaintiff's 
Motion  for  Summary  Judgment  and  Opening  Brief  in  the  above- 
captioned  case.  Please  review  the  motion  and  provide  us  with 
your  views  regarding  any  possible  opposition.  Our  response  is 
due  to  be  tiled  on  November  16,  1993.  Accordingly,  we  request 
your  views  by  no  later  than  November  9,  1993. 


Specifically,  after  reviewing  the  complaint,  the  motion  for 
summary  judgment,  your  defense  letter  and  all  of  the  information 
forwarded  by  Revenue  Office  we  believe  that  the  levy  in 

question  was  wrongful.  Even  assuming  the  facts,  in  their  most 
favorable  light,  at  the  tims  of  the  levy  the  IRS  had  assessed 
MB»  and  only  No  assessment  existed  against  TSA  or  the 

alleged  joint  venture/partnership.  We  do  not  believe  that  the 
irs  can  levy  on  the  partnership  property  for  the  unpaid  federal 
employment  tax  liability  of  one  of  the  partners.  In  fact,  your 
February  9,  1993  memorandum  to  the  Chief,  Advisory  Unit  seems  to 
recognize  that  an  assessment  would  be  required  against  the  joint 
venture  before  undertaking  any  collection  activity  from 
partnership  assets.  If  you  ore  aware  of  any  authority  which 
supports  the  levy  which  was  served,  please  Inform  us.  In  fact, 
we  read  your  defense  letter  to  essentially  concede  that  the  levy 
was  wrongful.  You  have  requested  our  views  regarding  an 
immediate  assessment  against  the  joint  venture  after  which  you 
would  have  us  file  a foreclosure  counterclaim  against  the 
interpled  funds.  Whether  to  proceed  with  the  assessment  is 
within  your  purview. 
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which^^f  UVith  aUTrlty 

remiMtevCla!S}ned  thlS  0868  33  "standard''  and,  therefore**  that 
request  your  views  as  quickly  as  possible.  The  plaintiff  h»«* 

already  offered  to  dismiss  the  case  with  ihe  parties  to  bea? 
ofeaot”nP*CtlVe  att0rr,ey'a  f88s-  This  “Y  **S  a p^dent^ourae 

clarit«Snf0th^0,,,i.?hiS  ?*se  hBS  b8en  asBilJned  to  Mr.  R.  Scott 
Clarks  of  this  office  who  may  be  reached  at 

Sincerely  yours, 

MICHAEL  L.  PAUP 

Acting  Assistant  Attorney  General 
Tajr  Division 


chief,  civil kfrial  Section, 
Eastern  Region 


William  C.  Carpenter,  Jr. , Esquire 

United  States  Attorney 

District  of  Delaware 

1201  Market  street,  Suite  1100 

Chemical  Bank  Plaza 

Wilmington,  Delaware  19899-2046 

ATTN:  Patricia  C.  Hannigan,  AUSA 
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Prepared  Statement  of  Robert  S.  Schriebman 
practitioner's  manuals  on  IBS  “™ “Twho  are  having  IRS  problems. 

mmmmm ms 

1oP StfflStai  collectors  (Re venue  Officer)  are  deceit  overj^peopl le^han 
^?h°SCanuaieiMia&>  they  do  not  keep  current  on  changes  within  the 

^iU^of  SghteMif 

appears  that  the  only  way  to  make  a n y remainder  of  my  testimony 

aS  addres^an^pleasant 'example  of  tL  which  I have  been  involved  with  over 

th^r^0haserd  ^anTa^relatingto  gtS 

grant  the  ta^paver  a payrnent  A t P Q^othtake  intog  consideration  fi- 

SaT^^^  to  their  becoming  delinquent  » them 

mmg^ssmmz 

3S^e*3S3E3sS2S 

°f Thp  ms  cin  dose  down  a business  and  take  away  a taxpayer’s  livelihood  by  mere- 

so,  the  IRS  can  commit  Penu^na.nnnpThvThe  to  collectors'  superiors.  To  me,  this 
CvrS  notn  oS  “ ourth  a°nd  Fifth  Amendments  and  of  our  Constitution,  but 
one’s  basic  civil  rights  a. .well, Jts  j^“”‘^erate,  a 8maU  business.  In  the 

ea^oThfo’wed  the  tfSTift  onfheTon- 

the  IRS  known  as  an  offer  in  comproms^  This  was  awepre^  the  terma  of 

the°i?eah,ajo^^^^h^a^m  ^'have^h^offer6 rdnstabS^imfe^the 

beginning  ofthe^ar,  the  IRS,  through  seizures  and  wage  garnishments,  has  taken 


331 


more  than  the  terms  of  the  original  offer  allowed.  Although  repeated  requests  have 
been  made  for  a copy  of  the  warning  letter,  to  date  it  has  not  been  produced. 

For  the  past  several  years,  Joe  has  been  current  on  his  filings  and  tax  payments. 
When  a taxpayer  is  current,  the  IRS  directives  require  that  the  IRS  work  with  the 
taxpayer  in  suspending  collection  due  to  economic  hardship  or  establishing  an  in- 
stallment payment  arrangement. 

But  Joe’s  assigned  Revenue  Officer  does  not  want  to  discuss  a hardship  suspen- 
sion or  an  installment  payment  arrangement.  The  Revenue  Officer  wants  to  close 
down  Joe’s  business  while  Joe  and  hiB  wife  are  barely  able  to  provide  an  income 
to  support  their  two  children. 

In  order  to  obtain  a court  order  to  close  down  a business,  all  that  is  needed  is 
a formal  application  and  a sworn  declaration  that  the  revenue  officer  followed  very 
specific  procedures  to  protect  a taxpayer’s  Constitutional  rights.  It’s  all  very  secre- 
tive. The  taxpayer  is  never  given  notice  of  these  proceedings  and  is  never  afforded 
an  opportunity  to  contest  the  merits  of  the  IRS’  claim.  The  Revenue  Officer  simply 
obtains  the  seizure  order  through  the  Court,  represented  by  the  U.S.  Attorney’s  Of- 
fice and  serves  the  final  court  order  along  with  the  seizure  notice  to  the  taxpayer 
who  must  immediately  vacate  the  business  premises.  The  taxpayer’s  only  recourse 
is  a long  and  costly  tax  refund  procedure  which  most  likely  will  wind  up  in  court. 
In  the  meantime,  the  IRS  sells  the  business  assets  and  the  taxpayer’s  business  is 
gone! 

One  day  I was  negotiating  a payment  arrangement,  and  the  very  next  day  the 
Revenue  Officer,  without  warning,  showed  up  at  Joe’s  place  of  business  together 
with  several  IRS  personnel  and  padlocked  the  entire  premises.  Two  court  orders 
were  obtained  against  Joe  personally  and  his  wholly-owned  corporation.  Joe  was  not 
shown  the  court  orders  and  the  several  attempts  to  request  copies  of  the  orders  from 
the  Revenue  Officer  and  his  supervisor  went  unanswered  and  still  go  unanswered! 

Two  court  orders  were  finally  obtained  from  the  District  Court  Clerk.  Both  sup- 
porting Revenue  Officer  declarations  revealed  blatant  perjury.  The  Revenue  Officer 
represented  to  the  Court  that  he  met  with  Joe  and  asked  his  permission  to  enter 
and  seize  his  business.  It  was  on  these  representations  that  two  District  Court 
judges  issued  the  seizure  orders.  Joe  never  met  with  the  Revenue  Officer.  In  fact, 
during  that  week,  Joe  was  out  of  the  state  and  never  spoke  to  anyone  from  the  IRS. 

In  obtaining  perjured  court  orders,  the  IRS  violated  Joe’s  civil  rights  and  rights 
under  the  Fourth  and  Fifth  Amendments  of  the  Constitution. 

The  IRS  allowed  Joe  back  in  his  business  a few  days  later  but  not  before  Joe  paid 
$6,400  which  he  had  to  borrow  from  friends,  a most  humiliating  experience.  Before 
handing  Joe  back  the  keys  to  his  business,  and  dangling  the  keys  in  front  of  Joe’s 
face,  the  seizing  Revenue  Officer,  the  fellow  who  committed  the  peijury,  insisted 
that  Joe  revoke  my  power  of  attorney  and  sign  a paper  waiving  his  rights  to  com- 
plain about  any  IRS  misconduct.  Feeling  helpless,  Joe  complied  but  under  duress. 

One  week,  the  IRS  told  Joe  he  owed  a little  over  $160,000.  But,  just  three  weeks 
later,  Joe  was  told  he  owes  close  to  $314,000 — with  no  explanation. 

Some  IRS  auditors  and  tax  collectors  have  taken  the  position  that  the  Congres- 
sional directives  set  forth  as  statutes  in  the  Internal  Revenue  Code  are  simply 
guidelines  that  are  free  to  be  rejected  at  will.  If  IRS  employees  do  not  follow  the 
law  and  if  they  commit  perjury  before  federal  judges,  their  conduct  is  often  con- 
doned by  their  superiors,  including  those  at  the  highest  level. 

With  increasing  frequency,  I find  that  I have  to  go  over  the  Revenue  Officer’s  head 
to  his  or  her  manager  and  even  over  the  manager’s  head  to  the  Branch  Chief.  It 
is  getting  increasingly  more  difficult  to  distinguish  ignorance  from  bully  tactics  and 
overzealousness.  I do  believe  that  Revenue  Officers  are  being  pushed  by  their  supe- 
riors to  undertake  more  seizures  in  order  to  achieve  promotions  within  the  system. 

The  example  I have  presented  here  today  reflect  a lack  of  accountability  within 
the  system,  to  the  taxpayer,  and  to  the  taxpaying  public  and  reflect  an  institutional 
arrogance.  This  iB  especially  true  in  exceptional  cases  where  a maverick  or  renegade 
tax  collector  throws  aside  the  law  and  internal  IRS  procedures  in  order  to  achieve 
self-promotion  and  recognition  by  his  or  her  superiors. 

SUGGESTIONS  FOR  IMPROVEMENT  OF  IRS  SERVICE  AND  TAXPAYER  RIGHTS 

I.R.S.  stands  for  Internal  Revenue  Service.  We’re  not  getting  as  much  service  as 
we  should  for  our  money  these  days.  Taxpayer  abuse  will  not  stop  by  just  putting 
in  a new  high  tech  computer  system.  While  electronic  technology  is  very  important 
and  necessary,  we  must  keep  in  mind  that  these  are  just  machines  and  machines 
can  serve  to  further  widen  the  distance  and  alienate  the  American  people  from  their 
Government.  Creating  a new  Board  of  Governors  that  sits  in  its  insulated  ivory  tow- 
ers is  not  the  answer  either. 


332 


We  need  to  put  some  real  teeth  into  the  Taxpayer  Bill  of  Rights.  Of  primary  im- 
portance, the  IRS  should  not  be  allowed  to  take  any  property  of  any  kind  from  a 
taxpayer  without  notice  and  an  opportunity  to  be  heard.  The  IRS  should  pay  dam- 
ages not  only  when  its  agents  violate  the  statutes  in  the  Internal  Revenue  Code, 
but  should  also  pay  damages  for  violating  internal  procedures  set  forth  in  their  own 
Manuals.  Punitive  damages  should  also  be  awarded  to  taxpayers  whose  rights  have 
been  violated. 

A taxpayer  should  be  allowed  a change  of  IRS  auditor  or  collector  for  reasonable 
cause. 

What  is  needed  is  an  external  check  and  balance  system;  a forum  where  small 
business  owners  and  the  American  taxpayer  can  afford  to  be  heard  without  first 
having  to  pay  what  the  IRS  says  is  owed  and  where  all  collection  activity  must  im- 
mediately stop  until  the  issue  is  heard  and  ruled  upon.  What  is  needed  is  a forum 
where  the  burden  of  proof  is  shifted  to  the  IRS  instead  of  the  way  things  are  now 
where  the  taxpayer  is  presumed  guilty  until  proven  innocent.  This  forum  must  not 
be  part  of  the  IRS. 

May  I respectfully  suggest  the  institution  of  an  independent  administrative  sys- 
tem of  review  of  IRS  collection  activities  before  they  are  allowed  to  be  implemented. 
A taxpayer  should  be  allowed  to  appeal  IRS  action  to  an  Administrative  Law  Judge 
and,  if  necessary,  appeal  that  Judge’s  decision  to  an  Administrative  Appeals  Board. 

CONCLUSION 

In  conclusion,  let  me  make  it  clear  that  not  all  taxpayers  who  owe  the  IRS  de- 
serve a kinder  and  gentler  hand.  Some  of  these  people  need  a fist.  Some  do  not  take 
their  tax  obligations  seriously,  but  most  people  do.  Most  Americans  want  to  do  the 
right  thing  by  the  IRS  and  get  back  on  track.  The  IRS  should  not  be  abolished,  but 
the  machine  definitely  needs  a tune-up.  Taxpayers  deserving  respect  must  be  treat- 
ed with  respect;  they  must  be  given  a level  playing  field.  Our  laws,  our  courts  and 
our  Constitution  must  have  the  highest  level  of  respect. 

On  this  date  in  1779,  a Scottish  bom  American  commanded  an  old  French  ship 
he  renamed  the  Bon  Homme  Richard  in  honor  of  Ben  Franklin.  He  got  into  quite 
a fight  and  was  out-gunned  by  a larger  British  ship  known  as  the  Serapis.  When 
the  British  captain  asked  him  to  surrender,  he  replied,  "Sir,  I have  not  yet  begun 
to  fight.”  That  man  was  John  Paul  Jones,  the  Father  of  the  American  Navy.  Ladies 
and  gentlemen  of  the  Senate,  you  must  show  the  American  people  that  you,  too, 
have  not  yet  begun  to  fight! 

Thank  you  for  this  opportunity  to  appear  before  you. 


Prepared  Statement  of  Bruce  A.  Strauss 

My  name  is  Bruce  A.  Strauss  and  I'm  currently  an  Enrolled  Agent  licensed  to  rep- 
resent taxpayers  before  the  IRS.  I have  been  President  of  the  Enrolled  Agents  in 
our  five  county  area  in  Florida  for  the  past  three  fiscal  years.  I retired  from  the  In- 
ternal Revenue  Service  after  31  years,  the  last  18  of  which  I held  the  position  of 
Division  Chief  within  the  Collection  Division.  I also  received  nine  consecutive  per- 
formance awards  from  1983  through  1991.  At  the  time  of  my  retirement  (April, 
1992),  I was  Senior  Division  Chief. 

I tell  you  this  trusting  you  will  accept  the  fact  that  I have  considerable  expertise 
regarding  the  operations  of  the  IRS.  This  includes  its  history,  its  authorities,  its  per- 
sonnel practices,  and  also  its  problems.  Since  beginning  my  practice  representing 
the  public  as  an  Enrolled  Agent,  I have  become  increasingly  concerned  about  the 
ability  of  the  IRS  to  be  fair  and  objective  in  dealing  with  the  American  public.  I 
am  also  concerned  with  the  public’s  fear  of  the  IRS.  THIS  ENVIRONMENT  OF 
FEAR  MUST  CHANGE.  That  is  why  I sit  before  you  today. 

The  IRS  has  been  very  successfiil  in  its  primary  mission  of  collecting  taxes,  bring- 
ing in  over  $1.3  trillion  dollars  in  FY  ’95.  It  is  a role  model  for  other  countries  to 
follow,  and  has  played  no  small  role  in  the  economic  success  of  this  nation. 

Obviously,  I do  not  believe  this  system  is  broken.  However,  my  experience  and 
the  feedback  I receive  in  my  work,  tell  me  the  public’s  confidence  in  the  IRS  is  being 
eroded  by  the  perception  that  it  is  losing  its  ability  to  apply  the  Internal  Revenue 
Code  and  the  resulting  morass  of  regulations  in  a fair  and  objective  manner.  When 
a dispute  with  the  IRS  riseB,  the  current  systems  in  place  to  deal  with  the  dispute 
are  cumbersome,  expensive,  time  consuming,  and  often  times  ineffective.  The  result 
is  that  the  fear  of  the  IRS  continues  to  grow.  THIS  IS  AN  UNACCEPTABLE  CON- 
DITION. 

In  a Democracy,  the  first  condition  that  must  he  met  is  that  the  government  must 
respect  the  citizens  that  it  serves.  I am  not  sure  that  condition  exists  today  within 


333 

wt,K  !£  fSS  in  >i»  .f  tk. 

a-.rcsj.~n..1  »«,„  „ltll  ft, 

mary  drives,  if  not  THE  primary  drive  for  the  Fxam'  °^ectl^es-  9ne  of  the  Pn- 
recommended  for  assessment”.  This  ata'tisric  d^  n,?!  Function  is,  “dollars 
was  actually  collected  nor  does  it  measure  ^ ^®aBure  how  much  money 

assessed  via  the  examination  process.  It  only  measured  what  th1'^  *“  "T  actually 
tion  proposes  to  assess  against  the  taxpayer  (30  dav  letter)  £,eoExa™nat*?n  Func- 
tion made  this  measurement  one  of  the  nneretinn»?^k-  r ®*am>nation  func- 
and  above,  as  I recall  in  FY  90  Abon?  the  l . ob->e®t,v®s  for  Branch  Managers 
cases  being  issued  30  day  leLm  was  ceased  I fLZt  i^0™1  ^aUty  revie"  °f 
zation  is  that  employees  will  rive  their  nd' aI?e"ta’  pnnc,pal  °f  any  organi- 

se important.  Or  expressed  a different  way?  8 Wh0t  the,r  manaBers  te»  ‘hem 

AN  ORGANIZATION  ,S  DRIVEN  BY  THE  OBJECTS  ON  WHICH  THE  MANAGERS  ARE 

EVALUATED 

its^employees'  often  ca~to  Ihe* righte^ndTon8^  the  IRS  that  haB  made 

objectives  for  any  agency  wiV  tL  |ower  of  tC  TlSVre  taxpayer8-  Statistical 
one  considers  the  IRS  has  a measurement  nf  wW  inappropriate,  but  when 

this  strive  to  achieve  for  —ament”, 

sponslbilite  o'^^u1ingCt^taeachncHizen1file^ndnpl0yefH  ™ m°st  de,icate  de- 
based on  my  knowledge  the  nrimare ” fd  P3yS  ,tbelr  fair  sbare  of  taxes.  But 
management  of  the  IRS.  Instead  o7assesstng  thlH^  thf  '"effectiveness  of  the  top 
propriate  steps  to  ensure  correction  of  the»  8 the  current  problems  and  taking  ap- 
a “circle  the  wagons”  men tallirThla  L ^ pr°blems-  what  * see  taking  place  is 

problems  which  Include:  management  approach  has  lead  to  significant 

1.  Denial  of  mistakes  which  lead  to  integrity  issues- 

over. 

- th-  .h,.  *, 

that  are  successfully  pMSS®  t 40  hf  200  miUion  ™tun£ 
would  not  be  factual  The  truth  is  that ’of  ^ knowledge,  such  a statement 

have  seen  as  a representative  of  the  taxpayer  them^fteTrtf 08868  that  1 

its  proper  authorities.  When  called  on  thele  matters  tht  lRS  , °peratc  Tthin 
denial,  or  a spin”  is  nut  on  the  „„  „attefR’  the  IRS  response  is  often  a 

conduct  shows  a complete  disregard  for  the  attempt  to  protect  their  position.  Such 
as  citizens.  P disregard  for  the  taxpayer  and  their  fundamental  rights 

rficaiiiy  exoeeded  * a“y. 

taxpayers  were  liableT  empl!Zent  t«  ufev ^dri  „0\,0"8)/r?d,etermined  that  637 
tions]  used  extortion  tactics  to  have  taxonve^/ai™  * t condu?t  legitimate  investiga- 
did  not  use  any  IRC  sections  which  benefit  th5*t returns  which  the  IRS  prepared; 
lished  law,  authorities  and  procedures-  630  of  therel*1*^60’  8nd  dl8regarded  estab- 
“Due  Process  Rights.”  When  l teought  this  . Were  a,8°  denied  their 

mg  corrective  action,  they  “circled  the4 wagons  ’’ AfW  w attentlon>  instead  of  tak- 
lution  of  this  matter,  the  IRS  has  boxed  itself  into  « 3 y?»ars  °f  niy  Pursuing  a reso- 
rity  issues  in  question.  Thfc^ent  status  is  that  T IT  T WUh  Biemficant  integ- 
legitimate  response  form  the  Regional  Commissioner  h h®6"  UnaWe  t0  °btain  a 

The  tactic  bivolves  accelftii^^h^SchedljrC^iwome^h6  t°rf-thfi  88me  1040  tax  f°™- 
business  expenses.  When  thf  t^paver  reoues tol  tE  ’ bUt  d,Ballowlne  «U  the  related 
tions  were  allowed,  but  then  the  IRS  rennei^tho-86  40  be  reopened-  the  deduc- 
with  the  IRC)  and  assesses  additional  ‘SSUe  diret*  conflict 

income  information  to  boost  the  income  of  h,  od  on  the  Bureau  of  Labor  Statistics 
'°”*d  ».  ”■ 


334 


The  advent  of  the  concepts,  as  shown  above,  that  the  IRS  now  has  the  authority 
to  assign  additional  income  to  a taxpayer  at  its  discretion,  without  any  basis  in  fact, 
is  frightening  and  absolutely  unacceptable. 

I admire  the  current  efforts  of  Congress,  such  as  the  “Commission  on  Restructur- 
ing the  IRS”  to  encourage  the  IRS  to  become  more  responsive  to  the  public.  I also 
appreciate  the  opportunity  to  contribute  to  the  process  by  testifying  at  this  impor- 
tant hearing,  and  I commend  you  Mr.  Chairman  for  the  courage  to  engage  in  this 
effort.  But  1 do  believe  that  Congress  must  share  some  of  thehlame  for  what  has 
happened.  Funding  must  be  consistent  with  a long  term  philosophy,  and  the  over- 
sight of  the  IRS  must  be  significantly  improved.  This  hearing  today  is  a great  start, 
but  long  overdue. 

For  each  of  you  dealing  with  your  constituents,  I would  offer  that  fact  that  the 
ability  of  any  single  Congressional  staff  to  resolve  a taxpayer  issue  with  the  IRS 
is  extremely  remote.  I would  suggest  forming  a single  staff  of  highly  trained  and 
skilled  individuals  that  could  be  a central  clearinghouse  for  all  taxpayer  complaints 
received  by  the  Congress.  This  would  also  provide  a database  of  problems,  that 
when  noticed  to  be  widespread,  could  be  used  to  make  systemwide  corrective  ac- 
tions. It  is  only  in  this  way  that  the  management  of  the  IRS  can  be  held  accountable 
to  the  Congress  and  to  the  American  people. 

I am  submitting  a more  comprehensive  statement  for  the  record,  which  includes 
some  of  my  recommendations  to  remove  the  fear  of  the  public  when  dealing  with 
the  IRS.  I sincerely  hope  that  my  31  years  of  experience  with  the  IRS  has  helped 
in  some  small  way  to  create  a clearer  picture  of  tne  agency.  The  many  good  people 
of  the  IRS,  who  perform  a difficult  task  everyday,  and  the  taxpaying  public  deserve 
your  best  efforts  at  cleaning  up  this  important  national  asset. 


Prepared  Statement  of  Lynda  D.  Willis 

Mr.  Chairman  and  Members  of  the  Committee: 

I appreciate  being  invited  here  today  to  discuss  the  availability  of  information  on 
the  Internal  Revenue  Service’s  (IRS)  use  of  its  enforcement  authorities  to  collect  de- 
linquent taxes.  In  general,  if  taxes  remain  unpaid  after  IRS  gives  appropriate  notice 
and  demand  for  payment,  IRS  is  authorized  by  the  Internal  Revenue  Code  to  seize 
the  delinquent  taxpayer’s  property  either  through  direct  action  or  through  demand 
(referred  to  as  a notice  of  levy)  made  on  third  parties,  such  as  banks  or  employers, 
to  turn  over  the  taxpayer’s  assets  or  earnings  to  IRS.ll]  IRS  is  also  authorized  to 
file  liens  against  the  delinquent  taxpayer’s  property.[2] 

According  to  data  IRS  pulled  together  from  various  internal  management  systems, 
in  fiscal  year  1996,  IRS  (1)  filed  about  750,000  liens  against  taxpayer  property,  (2) 
issued  about  3.2  million  levies  on  taxpayer  assets  held  by  third  parties,  and  (3)  com- 
pleted about  10,000  seizures  of  taxpayer  property.  These  enforcement  actions  can 
have  severe  financial  consequences  for  taxpayers,  and  the  potential  exists  for  such 
actions  to  be  taken  in  error  or  improperly.  Accordingly,  you  asked  us  to  determine 
if  information  existed  that  could  be  used  to  determine  whether  collection  enforce- 
ment authorities  were  properly  used. 

To  determine  whether  information  existed  to  evaluate  IRS’  use  of  collection  en- 
forcement authorities,  we  (1)  asked  IRS  to  provide  us  with  available  basic  statistics 
on  its  use,  and  misuse,  of  lien,  levy,  and  seizure  authority  from  1993  to  1996;  (2) 
reviewed  a small  and  subjectively  selected  sample  of  seizure,  revenue  officer,  ap- 
peals, and  problem  resolution  case  files  to  identify  the  types  of  information  that  may 
be  available  from  those  files;  and  (3)  interviewed  IRS  employees  involved  in  these 
areas  to  determine  how  and  when  collection  enforcement  authorities  were  used,  the 
controls  for  preventing  misuse  of  those  authorities,  and  the  results  of  taxpayer  com- 
plaiqta  ahnnl  the  inapni-npriele  nag  nf  thp  anHyiriHeq"  ' - 

In  summary,  while  IRS  has  some  limited  data  about  its  use,  and  misuse,  of  collec- 
tion enforcement  authorities,  these  data  are  not  sufficient  to  show  (1)  the  extent  of 
the  improper  use  of  lien,  levy,  or  seizure  authority;  (2)  the  causes  of  the  improper 
actions;  or  (3)  the  characteristics  of  taxpayers  affected  by  improper  actions.  The  lack 
of  information  exists  because  IRS’  systems — both  manual  and  automated — have  not 
been  designed  to  capture  and  report  comprehensive  information  on  the  use  and  pos- 
sible misuse  of  collection  authorities.  Also,  much  of  the  data  that  are  recorded  on 
automated  systems  cannot  be  aggregated  without  a significant  investment  of  scarce 
programming  resources.  Some  information' is  available  in  manual  records,  but — be- 
^cause  collection  enforcement  actions  can  be  taken  by  a number  of  different  IRS  of- 
fices  aricT records  resHlfingfrom  these  actions  are  not  always  linked  to  IRS’  auto- 
mated information  systems — this  information  cannot  be  readily  assembled  to  assess 
the  use  of  enforcement  actions.  Also,  data  are  not  readily  available  from  other  po- 
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Taxpayer  Advocate  or  to  IRS’  apMals  nromsm  frr  ™?  »-tax,t?yer  m?y  g0  to  IRS’ 
tionjs  taken  that  involves  a „P  =?T™.for  resolution.  Jf  an  enforcement  ac- 

iSIBS^pIo-yee,  a taxslver 

levy,  a taxpayer  may  file  a claltn  with  IRS  tne  caae  of  anefr&neous  bank 

furred  because  of  the  °f,ba,nk  clJarge8  lu- 

ff a taxpayer  believes  that  enforced  collection  woid^L  ^hsT^  le?i,ed  amount- 
may  request  assistance  from  the  Taxpayer  Advocat^  b hardship,  the  taxpayer 

IRS  HAS  SOME  LIMITED  DATA  ON  THE^SE  ANDM.SUSE  OF  LIEN,  LEVY,  AND  SEIZURE 

tion^) nP taxUcoll ectfoifs8 a^d^heT usT'of 'rnl I reforts  that  Provide  some  basic  informa- 
tive number  of  Itena JeWes,  ™d“eizv^  “uthorities,  including 

dehnquency  that  resulted  in  the  seiz^t  and  th»  i ’ the  Te  seizure«,  the  tax 

offices  within  IRS  collect  information  on  the  iSsusTortheso  ® 1fh\eved'  A'a0-  some 
authorities  but  the  information  is  not  complete  f h collect,on  enforcement 

aboute$29.8  billionXarin™fi"LrFe0a?i99fiWmibH,  C”11fc,ti.on  Program  collected 
a^mrrTHTtfgrnpillig  l„-%6ilect  on  Lirnn,',^  !/  taking  enforced  collection 

about  750,000  liens  against  taxDaver^nrnniitJ JCF0Unt?-  tbe  reports  show  IRS  filed 
taxpayer  assets  held  by  third  paries  anrf  levies  on 

payer  property.  Attachment  II  presents  this^FL^ii6^  about  10,000  seizures  of  tax- 
levy,  and  seizure  authority  during  fiscal  ^ears  1993  9^  °n  UKe  of  Iien> 

S"-”  -r  “» Ariswsftisaas  ssn^.; 
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For  the  seizure  cases  completed  in  fiscal  year  1996,  the  average  tax  delinquency 
was  about  $233,700,  and  the  average  net  proceeds  from  the  seizures  was  about 
$16,700.  Although  complete  data  were  not  available  on  tax  delinquencies  and  associ- 
ated net  proceeds  for  liens  and  levies,  the  best  information  available  from  IRS  indi- 
cates that  about  $2.1  billion  of  the  $29.8  billion  was  collected  as  a result  of  lien, 
levy,  and  seizure  actions.  The  remainder  was  collected  as  a result  of  contacts  with 
taxpayers  about  their  tax  delinquencies. 

The  best  data  that  IRS  has  on  the  potential  misuse  of  collection  authorities  are 
from  the  Office  of  the  Taxpayer  Advocate.151  However,  those  data  alone  are  not  suf- 
ficient to  determine  the  extent  of  misuse.  The  data  show  that  about  9,600  com- 
plaints involving  allegations  of  inappropriate,  improper,  or  premature  collection  ac- 
tions were  closed  by  the  Advocate  in  fiscal  year  1996,  as  were  11,700  requests  for 
relief  from  collection  actions  because  of  hardship.  Although  the  Advocate  does  not 
routinely  collect  data  on  the  resolution  of  taxpayer  complaints,  it  does  collect  data 
on  the  resolution  of  requests  for  relief.  According  to  the  Advocate,  during  fiscal  year 
1996,  the  requests  for  relief  resulted  in  the  release — either  full  or  partial — from 
about  4,000  levy  and  seizure  actions  and  156  liens. 

These  Taxpayer  Advocate  data  are  not  sufficient  to  determine  the  extent  to  which 
IRS’  initial  collection  actions  were  appropriate  or  not  for  several  reasons.  First,  the 
release  of  a lien  could  result  from  a taxpayer  subsequently  paying  the  tax  liability 
or  offering  an  alternative  solution,  or  because  IRS  placed  the  lien  in  error.  Although 
the  Taxpayer  Advocate  maintains  an  information  system  that  accommodates  collect- 
ing the  data  to  identify  whether  IRS  was  the  cause  of  the  taxpayer's  problem,  the 
Advocate  does  not  require  that  such  information  be  reported  by  the  IRS  employee 
working  to  resolve  the  case  or  be  otherwise  accumulated.  Thus,  about  82  percent 
of  the  taxpayer  complaints  closed  in  fiscal  year  1996  did  not  specify  this  informa- 
tion. Of  the  remaining  18  percent,  about  9 percent  specified  that  IRS’  collection  ac- 
tion was  in  error  either  through  taking  an  erroneous  action,  providing  misleading 
information  to  the  taxpayer,  or  taking  premature  enforcement  action. 

In  addition,  the  Advocate’s  data  do  not  cover  the  potential  universe  of  cases  in 
which  a collection  action  is  alleged  to  have  been  made  improperly.  The  Advocate  re- 
quires each  complaint  that  is  covered  by  its  information  system  to  be  categorized 
by  only  one  major  code  to  identify  the  issue  or  problem.  If  a complaint  had  more 
than  one  problem,  it  is  possible  that  a collection-related  code  could  be  superseded 
by  another  code  such  as  one  covering  lost  or  misapplied  payments.  Also,  complaints 
that  are  handled  routinely  by  the  various  IRS  offices  would  not  be  included  in  the 
Advocate’s  data  because  that  office  was  not  involved  in  the  matter.  For  example,  ap- 
peals related  to  lien,  levy,  and  seizure  actions  are  to  be  handled  by  the  Collection 
Appeals  Program  (effective  April  1,  1996). 

For  fiscal  year  1996,  the  Appeals  Program  reported  that  of  the  705  completed  ap- 
peals of  IRS’  enforced  collection  actions,  it  fully  sustained  IRS  actions  on  483  cases, 
partially  sustained  IRS  in  55  cases,  did  not  sustain  IRS  actions  in  68  cases,  and 
returned  99  cases  to  the  initiating  office  for  further  action  because  they  were  pre- 
maturely referred  to  the  Collection  Appeals  Program.  According  to  IRS  Appeals  offi- 
cials, a determination  that  Appeals  did  not  sustain  an  IRS  enforcement  action  does 
not  necessarily  mean  that  the  action  was  inappropriate.  If  a taxpayer  offered  an  al- 
ternative payment  method,  the  Appeals  Officer  may  have  approved  that  offer — and 
thus  not  sustained  the  enforcement  action — even  if  the  enforcement  action  was  justi- 
fied. In  any  event,  the  Collection  Appeals  Program  keeps  no  additional  automated 
or  summary  records  on  the  resolution  of  appeals  as  they  relate  to  the  appropriate- 
ness of  lien,  levy,  or  seizure  action. 


FURTHER  ASSESSMENT  OF  EXTENT  OR  CAUSES  OF  MISUSE  OF  LIENS,  LEVIES,  AND 
SEIZURES  IS  LIMITED  BY  IRS’  RECORD-KEEPING  PRACTICES 


IRS’  record-keeping  practices  limit  both  our  and  IRS’  ability  to  generate  data 
needed  to  determine  the  extent  or  causes  of  the  misuse  of  lien,  levy,  and  seizure 
authority.  Neither  IRS’  major  data  systems — masterfiles  and  supplementary  sys- 
tems— nor  the  summary  records  (manual  or  automated)  maintained  by  the  IRS  of- 
fices responsible  for  the  various  stages  of  the  collection  process  systematically  record 
and  track  the  issuance  and  complete  resolution  of  all  collection  enforcement  actions, 
i.e.,  liens,  levies,  and  seizure  actions.  Moreover,  the  detailed  records  kept  by  these 
offices  do  not  always  include  data  that  would  permit  a determination  about  whether 
an  enforcement  action  was  properly  used.  But,  even  if  collection  records  contained 
information  relevant  to  the  use  of  collection  enforcement  actions,  our  experience  has 
been  that  obstacles  exist  to  retrieving  records  needed  for  a systematic  review. 


MaJOAcii/Tati°n  SyS‘emS  D°  N°‘  C°^  Necessary  to  Assess  Enforcement 


amount  ot  tax  liability  bv  tax  venr-  nmnnnt  lucmuica- 

codes  showing  the  event  tiwprimr year’  a!n?u  , taxes  paid  by  tax  year1 
zures;  and  tipayeS  including  liens,  levies,  anfsei- 

Its  Individual  and  Business  Masterfiles  a"|0  sTcert  and  emPloyment  status,  on 
payer’s  account,  such  as  correction  of  a nrocessinc  chanees  occur  U>  a tax- 

qu.res  information  to  be  captured  on  the  sourTeof  The  •Cent?r’  l*8  re‘ 

8 croc  originated  with  IRS  or  the  taxpayer  f th  ’ that  ls>  whether  the 

re^ly  rmt^readfiy  ^wssjMe^beMusTl^^dno'"  th,‘\  Ma3terflles.  those  data  are  cur- 
officials  told  us  Vat doping such^amT°lhof,M  ?lrieval  WW™m.  aad  IRS 
cause  scarce  programming  resources  are  ,Z, m0uld  lfke  considerable  time  be- 
tlon  managemmtrgy5tei^W(5rk^Mnr(rm7lie  -in7rT5!de.dUr—  highe^jiriority  informa- 
s omeTe vasnecf.s  of 


some  key  aspects  of  enforcement  actions  For  examJ  Z jnot  ln® e 

tain  information  on  attempted  levies— IRS’  Masterfiles  do  not  con 

thority.  Also,  IRS  does  not  maintefn  automZd  ifc^  Td  anf™ent  au- 
STS  a3.areauJt  of  'ten  or  levy  actions  Ml/feSi!?.  pa^ 


videfor  coding  ^pTyTents  according,  Th10"8  ^ Whi,e  procedures  prT 
could  include  liens,  levies,  and  seizures1)  IRS  Td viseT^Vn g* the  Payment  (which 
placejq  ensure  that  the  automated ^te  arPTT^ET—^  controls  ,are  nnf  in  ~ 

view,  IRSTlbund  wide  l^r. arlf!'  m iUgCsaHmiited  re-v3& 

collections.  AS  a result  cm-lh„rrmn‘-er8,  "yg-tf,  automated  irfformatioirWaHT^I  ~ 
on  the  overall  use  or  misuse  of  its  collecfinn  onf*13’  cannot  readily  produce  data- 
acteristics  of  affected  taxpayers  The  lack  of  au^H^hZl*  autho"ties  or  on  the  char- 

&rXt^  Kt 

Records  Related  to  ^Appropriateness  Actions  ^ Seizures  Do  Not  KeeP  Summary 

C8^e 0^e8^thmt°arZfteii  orgardzareVefia^  ^ M a" 
authorities  exist  to  initiate  some  of  the  collection  «rt?Zat dlsPereet*-  Since 
process,  several  different  offices  could  initiate  a lien  d,ffirrent  st«P8  the 

given  tax  assessment.  In  addition  our  examim»fiV.r!T?’  evyj  or  selzare  to  resolve  a 
eral  of  these  offices  demonstrated’ that  records  mav  beTnTZT?  and.records  at  sev- 
example,  the  starting  point  for  a collection  or  ’"accurate.  For 

tax  assessment.  The  assessment  mav  <mZate  frnnT®  ldent’f,cation  of  an  unpaid 
IRS,  such  as  the  service  ceX  fuSns  TeTpTnsIbte  »&» 

tax  returns;  the  district  office,  ACS,  or  service  center  fnnTvT  routlne  Processing  of 
irung  tax  returns  and  identifying  nonfilerR-  nr  fbo  ofT  Ct  0 responsible  for  exam- 
sible  for  computer-matching  of  return  infnrinof  "e  8ervice  center  functions  respon- 
assessments  may  no“ys be  agrafe ^nd' Z underceporters.  TCe 
of  IRS,  cannot  always  be  tracked  back  to  imnnnrtfr,»®,?0rt®d  1 * ?ur  financial  audits 
tlan  actions  may  stem  from  disputed  assessments  ? clrcumentation.[6]  Since  collec- 
of  IRS  actions  would  be  problematic  without  or.  S’  det®rnumng  the  appropriateness 
by  documentation.  P atlC  wlthout  an  accurate  tax  assessment  supported 

tain  records  on  ffiTresolutionof  Ums1rcom^aintTthOItlplaillT  d°  not  always  main- 
of  instances  of  inappropriate  use  of TollectTons Zthoritie7wd  F"0?  “fication 
pies  of  this  lack  of  data  during  our  review  authorities.  We  found  several  exam- 

(o^.than.dleg.tlon. 

Complaint  is  to  be  h^Idled  initially  by  the  the 

These  offices  do  not  routinely  keep  automateH^T responsible  for  the  action, 
complaints  or  on  the  appropriSess  7fiTn  SUmmary  records  ™ the 

this  information  is  recorded  it  would be  inch  J 7’  ®r!  act,°ns  taken.  If 

lection  case  file  and  as  I ^11  ?e.,nduded  »"  the  affected  taxpayer’s  coi- 

ls impractical.  Also,  in  cases  involving  ACS  wCTe"!)8  tlC8  /y  ob.tajnin8  these  files 
for  recording  data,  specific  info^^  automated  system  is  used 

because  the  automated  files  have  limits  Bno00^  ^ may  not  maintained 
-If  a taxpayer  compWnt  ^ not  rLoteed  dhvPfh  ® f°r  com"lfnts  and  transactions, 
may  seek  assistZe  from  the  'ff—r  LT6  f^pnaible  office,  the  taxpayer 
cate  has  some  information  on  complaints  abonTfht . nr0ten  earher>  the  Advo- 

teT^TlTge^the^dvocate  ^^Zrecelw 

payer  complaints  involving  IRS  employee  beTaWoMthaVm6  Tomfe^LZ' 


338 


IRS  employees  behaving  inappropriately  in  their  treatment  of  taxpayers,  such 
as  rudeness,  overzealousness,  discriminatory  treatment,  and  the  like.)  These  no- 
tifications, however,  do  not  indicate  if  the  problem  involved  the  possible  misuse 


of  collection  authority. 

— If  a taxpayer’s  complaint  involves  IRS  employee  integrity  issues,  the  complaint 
should  be  referred  to  IRS’  Inspection  Office.  According  to  Inspection,  that  office 
is  responsible  for  investigating  allegations  of  criminal  and  serious  administra- 
tive misconduct  by  specific  IRS  employees,  but  it  would  not  normally  investigate 


whether  the  misconduct  involved  inappropriate  enforcement  actions.  In  any 
event,  Inspection  does  not  keep  automated  or  summary  records  on  the  results 
of  its  investigations  as  they  relate  to  appropriateness  of  lien,  levy,  or  seizure 
actions. 

— Court  cases  are  to  be  handled  by  the  Chief  Counsel’s  General  Litigation  Office. 
Internal  Revenue  Code  sections  7432  and  7433  provide  for  taxpayers  to  file  a 
claim  for  damages  when  IRS  (1)  knowingly  or  negligently  fails  to  release  a lien 
or  (2)  recklessly  or  intentionally  disregards  any  provision  of  law  or  regulation 
related  to  the  collection  of  federal  tax,  respectively.  According  to  the  Litigation 
Office,  a total  of  21  cases  were  filed  under  these  provisions  during  1995  and^ 
1996.  However^  the  Litigation  Uifice  does  not  maintain  information  on  case  out- 
comes.  The  Office  has  recently  completed  a study  that  covered  court  cases  since 
1995  involving  damage  claims  in  bankruptcy  cases.  As  a part  of  that  study,  the 
Office  identified  16  cases  in  which  IRS  misapplied  its  levy  authority  during  tax; 
naver  bankruptcy  "proceeqings.  lks  otticials  told  us  tnat  the  results  ol  this  study 
IedlRoTb  establish  a Bankruptcy  Working  Group  to  make  recommendations  to 
prevent  such  misapplication  of  levy  authority. 

Existing  Records  Cannot  Always  Be  Retrieved 


Even  if  collection  files  included  information  relevant  to  an  assessment  of  the  use 
of  enforcement  authorities,  obstacles  exist  to  the  reconstruction  of  records  that 
would  permit  an  assessment  of  the  use  or  possible  misuse  of  collection  enforcement 
authorities.  As  we  have  learned  from  our  prior  work,  IRS  cannot  always  locate  files 
when  needed.  For  example,  locating  district  office  closed  collection  files  once  they 
have  been  sent  to  a Federal  Records  Center  is  impractical  because  there  is  no  list 
identifying  file  contents  associated  with  the  shipments  to  the  Records  Centers.  On 
a number  of  past  assignments,  we  used  the  strategy  of  requesting  IRS  district  of- 
fices to  hold  closed  cases  for  a period  of  time,  and  then  we  sampled  files  from  those 
retained  cases.  However,  the  results  of  these  reviews  could  not  be  statistically  pro- 
jected to  the  universe  of  all  closed  cases  because  we  had  no  way  to  determine  if  the 
cases  closed  in  the  relatively  short  period  of  time  were  typical  of  the  cases  closed 
over  a longer  period  of  time. 


IRS  OFFICIALS  SAID  THAT  COLLECTING  DATA  TO  ASSESS  ENFORCEMENT  ACTIONS  IS  IM- 
PRACTICAL AND  UNNECESSARY  BECAUSE  TAXPAYERS  ARE  PROTECTED  THROUGH 
‘ CHECKS  AND  BALANCES 


We  discussed  with  IRS  the  feasibility  of  collecting  additional  information  for  mon- 
itoring the  extent  to  which  IRS  may  have  inappropriately  used  its  collection  enforce- 
ment authorities,  and  the  characteristics  of  taxpayers  who  might  be  affected  by  such 
inappropriate  actions.  IRS  officials  noted  that,  although  IRS  does  not  maintain  spe- 
cific case  data  on  enforcement  actions,  they  believed  that  sufficient  checks  and  bal- 
ances (e.g.,  supervisory  review  of  collection  enforcement  actions,  collection  appeals, 
complaint  handling,  and  taxpayer  assistance)  are  in  place  to  protect  taxpayers  from 
inappropriate  collection  action.  The  development  and  maintenance  of  additional  case 
data  are,  according  to  IRS  officials,  not  practical  without  major  information  system 
enhancements.  The  IRS  officials  further  observed  that,  given  the  potential  volume 
and  complexity  of  the  data  involved  and  the  resources  needed  for  data  gathering 
and  analysis,  they  were  unable  to  make  a compelling  case  for  compiling  the  informa- 
tion. 

We  recognize  that  IRS  faces  resource  constraints  in  developing  its  management 
information  systems  and  that  IRS  has  internal  controls,  such  as  supervisory  review 
and  appeals,  that  are  intended  to  avoid  or  resolve  inappropriate  use  of  collection  au- 
thorities. We  also  recognize  that  the  lack  of  relevant  information  to  assess  IRS’  use 
of  its  collection  enforcement  authorities  is  not,  in  itself,  evidence  that  IRS  lacks  com- 
mitment to  resolve  taxpayer  collection  problems  after  they  occur.  However,  the  lim- 
ited data  available  ana  our  prior  work  indicate  that,  at  least  in  some  cases,  these 
controls  may  not  work  as  effectively  as  intended.[7] 


i.  IRS  is  responsible  for  administering  the  nations  voluntary  tax  system  in  a fair 
1 and  efficient  manner.  To  do  so,  IRS  oversees  a staff  of  more  than  100,000  employees 
who  work  at  hundreds  of  locations  in  the  United  States  and  foreign  countries  and 
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including  th^abilRy  to^efze  texpayerrproDertvfto1SCreii0na^  ePf°rcement  powers, 
substantial  authorities  granted  to  IRS  to  enfmve  . re801Ye  unpaid  taxes.  Given  the 
stakeholders  in  the  voGry  tax  sVstem-tvh  tax  collections,  IRS  and  the  other 
should  have  information  to  permit  them  to  Congress  and  the  taxpayers — 

being  used  appropriately  whether  IRSMntomi? ,whether  those  authorities  are 
whether,  if  inappropriate  usefof ft” ^uthSs  "eSd0^"8  and 

lated  events  or  systemic  problems  At  this  tim/nio  j ™’  the  Problems  are  iso- 
would  permit  it  or  Congress  to  readily  detemine  th?f vf  °®f  *nt>t  u^aYe  the  data  that 
enforcement  authorities  are  misused  the  causes  of  fv„Xtent  to  wb,ch  IRS’  collections 
istics  of  the  affected  taxpayers  or  whrfWtl..  /?™  occurrences,  the  character- 
ed over  the  use  of  that  IRS  estab- 

Mr.  Chairman,  this  concludes  my  prepared  stated  T W?A'ne,as  intended. 
swer  any  questions  you  may  have  P P d statement.  I would  be  pleased  to  an- 
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payers  assets  to  satisfy  a tax  deltoquency IRS  difff r V t»f  selzure  of  a tax- 
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Belf-I:ssesSsm“„ta:“eesnb^  TTaxp^yt  on™  Tfil^T  the 

“wThfnt tax  decency  identified  in  an^dU  ^ V°luntanIy  to  an  IRS 

•solve  problems  They  ^^bTharingwtth  ^ he^  to  re- 
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ts (GA&^  ^ Financial  ^te- 
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ATTACHMENT  II 

IRS  COLLECTION  ENFORCEMENT  ACTIONS 


Figure  II,  I : IRS  Levies.  Fiscal  Years  1993  Through  1996 


Number  of  IRS  levies  Issued  nationwide 

3.500.000 

3.000.000 


1993  1 994  1995 

□ Collection  field  function 
EflM  Automated  call  site 


1996 


Source:  IRS  data. 


ATTACHMENT  II 


Type  of  asset 


Percent* 


Personal  residence 


Other  reaj  property 


Vehicles 


Licenses 


Cash  register  contents 


Office  equipment/fumiture 


Machinery 


Inventory 


Safe  deposit  boxes 


Other  business  property 


Other  personal  property 


‘Percentages  add  to  more  than  100  because  multiple  types  of  assets  may  be  involved 
in  a single  seizure  case. 


Source:  IRS  data. 
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Prepared  Statement  of  Witness  No.  1 

Mr.  Chairman,  I thank  you  for  the  opportunity  to  appear  before  you  and  this 
Committee  today.  I have  spent  the  last  25  years  either  working  for  the  Internal 
Revenue  Service  Collection  Division  or  representing  taxpayers  before  the  IRS  Collec- 
tion Division.  I have  collected  taxes  from  thousands  of  taxpayers  and  I have  also 
represented  hundreds  of  taxpayers  with  tax  problems.  It  is  my  sincere  hope  that  my 
testimony  today  will  serve  to  improve  the  operation  of  the  IRS  for  the  benefit  of  the 
taxpaying  public. 

The  Internal  Revenue  Code  does  not  abuse  taxpayers.  A complicated  tax  code  may 
result  in  some  unfair  taxation,  but  rarely  is  it  the  cause  of  abuse.  Long  multi-page 
tax  forms  also  do  not  in  themselves  cause  abuse.  Frustration  maybe,  but  not  abuse. 
Even  an  audit,  while  certainly  stressful  should  not  result  in  taxpayer  abuse. 

What  then  has  caused  the  outcry  of  American  citizens  about  abuse  from  the  IRS, 
and  the  plethora  of  media  reports  of  the  heavy  hand  used  by  the  IRS? 

Abuse  of  the  taxpaying  public  occurs  when  the  IRS  improperly,  and  sometimes  il- 
legally, uses  its  vast  power  in  the  process  of  implementing  some  type  of  enforcement 
of  the  tax  laws.  Enforcement  is  the  levy  of  a paycheck  or  bank  account,  the  seizure 
of  a car,  or  home,  or  business.  It  can  also  result  in  the  forced  liquidation  of  a tax- 
payer’s life  savings,  IRA,  or  retirement  account. 

There  is  only  one  small  part  of  the  IRS  that  implements  all  of  these  types  of  en- 
forcement— the  IRS  Collection  Division.  The  Collection  Division  is  charged  with  the 
collection  of  unpaid  taxes  and  securing  unfiled  delinquent  tax  returns.  The  Collec- 
tion 

Division  serves  wage  and  bank  levies,  files  tax  liens,  seizes  cars,  homes  and  busi- 
nesses to  enforce  the  collection  of  unpaid  taxes.  The  Collection  Division  takes  lit- 
erally hundreds  of  enforcement  actions  every  day!  Yes,  hundreds  of  these  actions 
against  taxpayers  every  day.  It  iB  the  Collection  Division  of  the  IRS  that  is  respon- 
sible for  the  overwhelming  majority  of  IRS  enforcement  actions. 

Enforced  collection  of  unpaid  taxes  is  a necessity.  As  a result,  the  danger  of  tax- 
payer abuse  is  both  inherent  and  inevitable.  Many  taxpayers  will  feel  they  have 
been  abused  simply  because  they  do  not  like  the  fact  that  they  are  being  compelled 
to  pay  their  fair  share.  We  understand  that  “comes  with  the  territory”  when  en- 
forced collection  of  taxes  is  part  of  one’s  every  day  job.  So  how  does  one  ferret  out 
the  true  cases  of  taxpayer  abuse?  The  answer  to  that  question  is  the  important  issue 
to  be  addressed. 

First  of  all,  does  the  IRS  correct  abuses  when  they  become  aware  of  them?  Often 
times,  they  do.  However,  the  more  important  question  is,  does  the  IRS  cover  up  oc- 
currences of  abuse?  The  answer  is,  yesl  If  the  true  number  of  incidences  of  taxpayer 
abuse  were  ever  known,  the  public  would  be  appalled.  If  the  public  also  ever  knew 
the  number  of  abuses  “covered  up”  by  the  IRS,  there  could  be  a tax  revolt. 

Why  do  we  not  know  of  these  “covered  up”  abuses?  The  answer  is  simple.  The 
IRS  protects  itself  by  management  support  of  employee  actions  whether  those  ac- 
tions are  right  or  wrong.  This  acceptance  of  abusive  actions  by  management  is  the 
root  cause  of  taxpayer  abuse. 

As  I mentioned  earlier,  the  initial  cause  of  taxpayer  abuse  is  IRS  employees  who 
actually  implement  enforcement  actions,  many  of  which  are  approved  by  manage- 
ment in  advance.  The  enforcement  may  be  necessary,  however,  it  is  the  improper, 
or  sometimes  illegal,  enforcement  that  causes  unnecessary  abuse.  Sadly,  some  em- 
ployees repeatedly  do  not  follow  proper  collection  policies  and  procedures  and  there- 
by repeatedly  abuse  taxpayers.  There  are  several  reasons  why  this  occurs: 

1.  IRS  tax  collectors,  Revenue  Officers,  but  more  importantly  managers,  are 
not  properly  trained  in  IRS  policies  and  Internal  Revenue  Manual  (IRM)  proce- 
dures. 

2.  Revenue  Officers,  but  more  importantly  managers,  often  respond  that  IRM 
policies  and  procedures  are  “guidelines”  only  and  do  not  carry  the  force  of  law. 

3.  When  management  condones  the  abuse,  the  Revenue  Officer  believes  the 
mistake  is  acceptable  and  is  free  to  repeat  the  error  again. 

4.  Revenue  Officers  learn  the  general  perception  from  management  that  most 
tax  debtors  are  trying  to  cheat  the  government,  are  crooks  or  flakes,  and  gen- 
erally not  willing  to  pay  their  fair  share  of  taxes. 

5.  Revenue  Officers  capitalize  on  the  taxpayer’s  inherent  fear  of  the  IRS  and 
the  intimidation  that  they  can  inflict  on  taxpayers  without  any  consequences  for 
their  improper  enforcement. 

6.  Revenue  Officers,  often  with  management  approval,  use  enforcement  to 
“punish”  taxpayers  instead  of  trying  to  collect  the  most  money  for  the  govern- 
ment. 
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There  is  an  IRS  policy  statement  on  Collecting  Principles  P-5-2  #7  which  is  the 
most  often  ignored.  In  part,  it  states:  , njcn  18  tne 

"We  should  help  taxpayers  who  tiy  to  comply  with  the  law,  and  take  appro- 
^ate  enforament  ?,etlons  when  ^Payers  resist  complying.  Good  judgment  is 

needed  in  selecting  the  appropriate  collecting  tool.”  J agment  is 

It  this  one  policy  statement  were  properly  applied,  it  would  eliminate  most  all 
taxpayer  abuse.  But  it  is  IRS  management  that  must  lead  the  way 

fromfinTein^POrtant  factor.ina11  °t  the  foregoing  information  is  that  occasional 
frontline  employee  errors  in  judgment,  violations  of  the  Internal  Revenue  Manual 
and  lack  of  understanding  of  policy  statements  are  to  be  expected  However  what 
‘S."ot  acceptable  is  frontline  management  support  of  these  mistakes.  What  is  unborn 
rors  Tbe ’s  "PPe[.  management  s support  or  tolerance  of  frontline  management  er- 
rors.  The  bottom  line  is  that  the  abuse  of  taxpayers  by  the  IRS  is  most  often  caused 
by  the  Collection  Division— and  the  problem  with  the  Collection  Division  is 
mismanagement. 

The  following  are  some  general  scenarios  of  Internal  Revenue  Manual  violations 
and  taxpayer  abuse  that  I have  personally  encountered: 

. ,far  too  ma!ly  occasions,  when  a taxpayer  fails  or  forgets  to  supply  one 
or  two  items  on  a long  list  requested  by  the  Revenue  Officer,  the  Officers  re- 
sponse  is  the  heavy  hammer  of  a paycheck  or  bank  levy 
-1™“  when  8 taxpayer  is  represented  by  a Power  of  Attorney,  the  Power 
often,treated  more  aggressively  than  the  taxpayer.  Revenue 
Officers  generally  learn  from  management  the  perception  that  most  Powers  of 

miZT*”1?11!1,  try  to.,de!ay  the  resolution  of  a case.  This  attitude  is  what 
the  aT°Slt?  between  the  tax  representation  community  and 

the  IRS.  Disregarding  the  policy  statement  that  I read  to  you  earlier  results  in 

TS  n crefd‘blbty  °f  the  IRS  and  the  integrity  of  the  iJvenue  Officer 
the  „ te  often’  e-  Revenue  Officer  finds  a specious  reason  to  serve  levies  on 
the  very  source  of  income  or  assets  that  the  taxpayer  disclosed  to  the  IRS 

unde.rmine  the  credibility  and  integrity  of  the  IRS 
fo"aZnndtehr  ,taxPaylng  public  has  an  aversion  to  providing  any  in- 

formation to  the  IRS.  It  is  an  aversion  created  by  the  IRS’  repeated  misuse  of 
information  provided  to  them  by  the  cooperative  taxpayer 

4.  When  a levy  is  served  prematurely,  even  when  the  IRS  admits  that  the 
levy  was  improperly  served,  the  routine  IRS  response  is  that  when  the  taxpayer 
proves  additional  information  the  IRS  will  “consider”  releasing  the  lew 

lew  Thf  IRS  tcsnn1SfPr0Vldetd’  the  IRS,adds  insu!t  to  injury  by  not  releasing 
n i,  cann°t  seem  to  grasp  the  concept  that  when  it  makes  a mis- 
take reV6rSe  tHe  eiTOr  'mmediately-  no  matter  what  the  consequ^ce 

5.  Revenue  Officers  routinely  violate  the  relationship  with  the  Power  of  Attor- 

ney by  contacting  the  taxpayer  directly.  It  is  also  a common  practice  of  Revenue 
tM^Tne1;hatftClRS  intimidate  a Power  of  Attorney  into 

payer  personally6  IRS  h "gh  ’ fa  Se  though  lt  may  be>  to  interview  the  tax- 

have  heard  of  Revenue  Officers  tiying  to  discourage  taxpayers  from  hiring 
Mand  ™akin®  dl8Paniging,  and  slanderous  statements  about  repK 
resentatives.  Many  taxpayer  representatives  know  IRS  collection  procedures 
better  than  the  Revenue  6fflcers.  In  many  instances  I have  heard  an™  exS 

representativ^was  fomwIStS?^  repre8entatives  8imPly  beca»8e  the  taxpayer’s 

Internal  itevenue  Manual  states  that,  «.  . . reasonable  necessary  living 
always  allowed.  However,  on  more  than  one  occasion  I have  seen 
not  IRS  purusb  a taxpayer  by  not  allowing  reasonable  necessary  living  ex- 
penseS’  even  current  tax  payments.  Why?  Because  the  Revenue  Officer  and  the 

simp!?'  feft  ftortShS'rii  th<!  taxpay,e.r  obeyed  their  commands  appropriately  and 
f . that  the  taxpayer  could  somehow  survive  without  reasonable  nec- 
essary living  expenses. 

sro'f^-^a6"’16  Officer,  with  IRS  District  Counsel  concurrence,  can  serve  what 
are  termed,  nominee  liens  and  levies,  against  third  parties  whom  the  IRS  “be- 
lieves are  in  possession  of  assets  belonging  to  the  taxpayer.  The  IRS  is  not  re- 
quired to  provide  documentation  to  the  taxpayer.  The  IRS  is  not  required  to 
provide  documentation  to  the  taxpayer  or  the  third  party  supporting  the  basis 
of  their  beliefs.  The  IRS  basically  has  the  attitude  “Sue  us  to  prove  that  we 
are  wrong.  K c 

r?:  } b?.v<r  •witae,ssed  Collection  Division  Branch  Chiefs,  Assistant  Division 
Chiefs,  Division  Chiefs,  Problem  Resolution  i - — --  » 
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sistant  District  Director,  violate  or  ignore  Internal  Revenue  Manual  procedures 
and  Treasury  regulations  simply  because  they  wanted  to  punish  a taxpayer. 

I have  seen  more  violations  of  IRS  procedures  and  policies  than  I can  count.  The 
most  appalling  aspect  of  the  foregoing  examples  is  that  in  most  every  instance,  IRS 
management  supported  the  erroneous  actions  of  the  Revenue  Officer. 

The  Problem  Resolution  Office  (PRO)  is  responsible  for  protecting  the  taxpayer 
from  IRS  abuse.  But  having  appealed  many  taxpayer  abuses  to  the  PRO,  I have 
found  them  to  be  utterly  useless.  PRO  employees  are  typically  Revenue  Officers  who 
came  from  Collection  Division  and  who  may  very  well  return  to  the  Collection  Divi- 
sion after  spending  some  time  in  the  PRO.  The  PRO  employees  must  depend  on 
their  evaluations  and  promotions  from  the  same  Collection  Division  management 
which  they  are  required  to  police  while  assigned  to  the  PRO.  If  the  public  thinks 
that  the  PRO  is  being  objective  in  assisting  with  abuse  cases,  the  public  is  being 
hoodwinked! 

What  are  the  solutions  to  end  this  suffering  of  repeated  abuses  that  I have  just 
outlined?  I have  two  basic  answers. 

First,  require  the  IRS  to  follow  its  Internal  Revenue  Manual  as  though  it  were 
law.  The  IRS  should  be  required  to  follow  the  manual  to  the  letter.  Taxpayers  are 
required  to  follow  complicated  tax  return  instructions,  so  why  shouldn’t  the  IRS  be 
required  to  follow  their  own  procedures? 

Second,  make  the  IRS  and  management  responsible  for  violations  of  Manual  pro- 
cedures. By  that  I do  not  mean  holding  frontline  employees  responsible  for  acciden- 
tal or  unintentional  mistakes.  However,  when  upper  management  condones  the  vio- 
lations which  bring  great  detriment  to  taxpayers,  then  management  should  be  held 
personally  responsible. 

As  only  one  taxpayer  representative  out  of  thousands  across  the  country,  I have 
seen  dozens  of  taxpayers  severely  damaged,  even  made  homeless,  by  the  IRS  Collec- 
tions Division.  The  true  bottom  line  solution  to  resolving  taxpayer  abuses  is  IRS 
frontline  management.  Restitution  by  an  administrative  claim  as  opposed  to  court 
action  for  erroneous  or  improper  actions  would  be  a giant  step  in  the  right  direction, 
but  who  will  decide  when  an  action  is  improper? 

If  left  in  the  hands  of  the  IRS,  you  will  have  an  IRS  proud  of  the  fact  that  they 
paid  out  a minimal  amount  of  restitution  funds  over  the  course  of  the  year. 

The  culture  of  the  IRS  must  change  and  it  will  not  change  on  its  own! 

Thank  you. 


Prepared  Statement  of  Witness  No.  2 

Mr.  Chairman  and  respective  members  of  the  Senate  Finance  Committee,  it  is  a 
pleasure  to  be  able  to  address  you  here  today.  I have  been  a law  enforcement  officer 
for  approximately  twenty  years.  Currently,  I am  a criminal  investigator  for  the  In- 
ternal Revenue  Service’s  Internal  Security  Division. 

IRS'  Internal  Security  Division  has  a multi-functional  purpose.  In  the  broad 
sense,  we  have  a mission  similar  to  that  of  a Federal  Inspector  General  or  internal 
affairs  in  a police  department,  along  with  some  additional  duties.  Among  our  main 
responsibilities  are  conducting  investigations  into  allegations  of  IRS  employee  mis- 
conduct, outside  attempts  to  corrupt  the  administration  of  internal  revenue  laws, 
and  employee  safety. 

I am  here  to  speak  about  some  of  the  problems  I have  observed  in  performing  my 
work  for  the  Internal  Security  Division.  By  the  nature  of  our  mission,  it  is  impera- 
tive that  we  be  unencumbered  in  opening  and  investigating  violations  of  law  within 
the  scope  of  our  office. 

However,  the  culture  and  climate  of  the  Internal  Revenue  Service  often  prevents 
Internal  Security  from  fulfilling  our  responsibilities.  In  addition,  the  distrustful  and 
secretive  nature  often  hinders  an  investigation. 

A lack  of  independence  from  District  and  regional  forces  intent  on  not  tarnishing 
the  IRS’  image  has  reduced  administrative  sanctions  against  employees  to  a point 
where  they  have  no  effect  in  controlling  employee  misconduct.  IRS  does  not  want 
bad  press  on  employee  misconduct  at  a time  when  the  Agency’s  public  image  is  at 
a low  point.  This  has  affected  who  we  investigate  and  what  happens  after  an  inves- 
tigation has  been  completed. 

Allegations  against  Internal  Revenue  Service  managers  and  National  Treasury 
Employee  Union  (NTEU)  officials  have  not  been  investigated.  The  IRS  is  aware  of 
the  administration’s  favorable  view  of  unions.  NTEU  greatly  benefits  from  this. 
High  level  Internal  Security  officials  do  not  want  to  take  on  a case  involving  the 
union  or  union  officials. 
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communications  VP  01  cases  can  evolve  compromises  in  privileged 

sidered  an  “actionable”  case  This  means  proven  nr^n/'8'  An.  emP%ee  case  is  con- 
agent  credit  for  what  we  call  a “stat  ” A case  not  invnicH™™8  the,ca8e  ea™8  the 
a “stat”  if  there  is  judicial  action  In  other ^ words  ,ieraployee  only  gets 

an  armed  militia  is  of  less  credit  for  bJTPothetically,  a case  involving 

the  misuse  of  a government  car  bv  an  IRK^Efnf10"  81011  than  a ca8e  involving 
a “stat”  is  obtained feels  that  8™8 
have  any  case  older  than  180  days  * P °yee  case>  there  18  n°  justification  to 

yeTheT^Skind  °{a?r  d0eS  not  8e™ “ ■ deterrent°icu-e misconduct  * ""  ^ °ne 

Sr,ill'suTcted  that 

ment  has  inappropriately  notified  and  kpnt  IRQ  ni  ’ .nJerna^  Security  manage- 

zssir^  °f  “h“  ,rs 

Sril  Sl.S  the  employee’s  right  ,h, 

ethem  mentality  that  is  more  flagrant  at  this  Agency  than  IVe  ever  seen  anywhere 

^cri^ta^SgSS  In  genera  IRsTatl^ 
to  open  and  close  a tax  or  collection  matter  TqJicgy  as th^c^  6Ln 
the  proper  tax  is  secondary  to  reducing  overall  case  load  as  quickly  as  possible  6 
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of  the  year  what  a good  job  we’ve  done!”  Quality,  where  is  that  found  in  an  account- 

anin  a way,  this  has  created  an  atmosphere  that  has  given  us  many  of  our  employee 
misconduct  cases.  However,  criminal  law  does  not  afford  us  the  opportunjty  to  work 
w investigation  in  the  same  maimer.  As  long  as  Internal  Security  is  P®*  of  the 
IRS,  there8 can  be  no  real  oversight  or  independence;  we  are  just  part  of  a greater 

^Overmy  20  years  of  service,  I have  become  painfully  aware  of  the  ®bihty  ofthe 
IRS  to  retaliate  against  employees  who  dareto  apeak  out  “®oyof  themtnee 
vou  will  have  before  you  in  this  hearing  could  be  retaliated  against  for  their  testi 
mony  before  this  Committee.  At  times,  I have  been  assigned  an  employee  case  and 
beentold  that  management  does  not  like  that  employee,  and  I have  been  told  that 
I need  to  find  something  that  they  can  use  to  terminate  their 
IRS  retaliation  is  swift  and  severe.  I hope  you  will  respect  the  nek  “®* ' 
nesses  took  to  appear  before  you,  and  protect  them  from  any  act  of  revenge  by  IRS 

"Tcam^here  today,  not  to  harm  this  Agency,  but  to  help  it  heal.  You  must  decide 
the  best  method  to  accomplish  that  goal.  The  IRS  cannot  heal  itself,  so  others  and 
I have  taken  the  chance  that  you  are  serious  about  changing  and  improving  my 
Agency  I thank  you  for  the  opportunity  to  participate  m that  healing  process. 


Prepared  Statement  of  Witness  No.  3 

Good  morning  Mr.  Chairman  and  Members  of  the  Finance  Committee 
I am  presently  a GS-12  Revenue  Officer,  which  is  also  identified  as  a Field  Collec- 
tion Officer,  with  the  Internal  Revenue  Service.  I have  worked  as  aRe  venue  Officer 
for  over  35  years,  having  begun  my  career  with  the  IRS  when  John  Kennedy  was 

^ram'here  this  morning  to  cite  numerous  incidents  that  I have  observed  in  the 
course1  of  ^ny  career  as  a Collection  Officer  with  the  IRS.  I hope  to  use  these  exam- 
pies  to  assist  you  and  the  Committee  in  making  our  Agency  a better  place,  and  en 

BU0 vwThTl as  t™e  w* months,  you  have^eard  a great  deal  about  “browsing”  of  tax- 
navers’  files.  Allow  me  to  focus  on  this  problem  for  a moment  and  describe  to  you 
specific  situations  that  I have  personally  witnessed  in  the  IRS  workplace  which  I 

0nrTMdataebeCingl,accessed  by  IRS  employees  to  check  on  prospective  boyfriends; 

. Tax  data  being  accessed  by  IRS  employees  to  check  ex-husbands  for  increasing 
income  in  order  to  receive  increased  child  support  payments; 

• Tax  data  being  accessed  on  people  with  whom  IRS  employees  were  having  some 

• Tax  data^being'accesaed  on  locally  prominent  or  newsworthy  individuals,  public 
. Tax^atfT  be  in  acce'ss  ed^  out  of  simple  curiosity  about  a friend,  a relative  or  an 

• Tax'data  being  accessed  on  individuals  who  are  perceived  as  critical  of  the  IRS, 
such  as  tax  protestors  or,  as  in  one  case,  a person  who  had  simply  written  a 
Letter  to  the  Editor. 

The  following  inquiries,  which  I consider  to  be  “institutional”  misuse  of  taxpayer 
information,  are  cases  in  which  the  IRS  has  tacitly  sanctioned  looking  up  data  on 
citizens  but  who  are  not  the  subject  of  any  investigation  being  conducted: 

• Tax  data  being  accessed  on  relatives  and  acquaintances  ofthe  subject  taxpayer, 
such  as  cases  where  the  taxpayer  is  suspected  of  using  friends  and  relatives  to 

hide  income  or  assets;  . 

• Tax  data  being  accessed  on  potential  witnesses  in  government  tax  cases, 

• Tax  data  being  accessed  on  jurors  sitting  on  government  tax  cases.  Sen- 
ators, there  is  no  excuse  for  this  type  of  action! 

Until  recent  years,  the  agency  had  an  almost  casual  attitude  about  and 

misuse  of  taxpayer  records.  It  has  tightened  up  now  to  the  pomtthat  goodemploy- 
ees,  who  never  think  of  browsing  or  gaining  illicit  accesses,  are  fearful  that  they 
mav  be  subjected  to  investigation  for  an  innocent  error.  . . 

I^have  witnessed  other  serious  abuses  by  the  IRS.  While  these  are  aeparate  inci- 
dents,  they  are  indicative  of  a pervasive  disregard  of  law  and  regulations  designed 
to  achieve  production  goals  for  either  management  or  the  individual  agent. 

One  particular  incident  that  occurred  m 1994  shows  how  at  least  some  managers 
figure  they  can  get  away  with  almost  anything.  A listening  device  was  discovered 
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to  exist  in  our  IRS  Office.  Its  ostensible  purpose  was  a public  address  system,  tfiel 
users — managers  and  secretaries — had  installed  a receiving  capability  as  well.  With 
the  receiving  capability  in  place,  they  could  press  a button  and  overhear  conversa- 
tions taking  place  in  the  employee  break  room.  While  I have  no  personal  knowledge 
of  the  existence  of  similar  devices,  I understand  from  others  that  some  indeed  ex- 
isted in  conference  rooms  used  by  taxpayers  and  their  representatives.  A co-worker 
and  I found  the  device  in  the  break  room  and  learned  how  it  worked.  Learning  of 
our  discovery,  higher  level  officials  immediately  had  the  devices  removed  and  have 
attempted  a reprisal  by  initiating  an  investigation  of  those  who  brought  the  matter 
to  light. 

Another  incident  involved  what  would  be  called  fraud  if  perpetrated  by  any  other 
institution,  and  I still  cannot  believe  it  was  done  in  the  face  of  my  objections.  This 
was  the  Case  of  a Fake  Tax  Lien.  While  I made  the  matter  known  to  superiors,  they 
did  not  even  seem  to  want  to  hear  about  it. 

When  a taxpayer  gets  a notice  of  tax  due  from  the  IRS,  a lien  on  the  taxpayer’s 
property  may  arise  under  the  Internal  Revenue  Code.  To  be  effective  against  third 
party  purchasers  and  lenders,  a Notice  of  Lien  must  be  filed  in  the  local  courthouse. 


The  public  accepts  that  the  IRS  files  only  legitimate  notices,  but  in  this  case  a No- 
tice of  Lien  was  filed  by  the  IRS  when  there  was  no  assessment  and  therefore 
no  legitimate  lien.  Mr.  Chairman,  there  must  be  an  assessment  of  tax  due  in 


order  to  file  a lien — that  is  the  law! 

And  if  that  wasn’t  bad  enough,  the  IRS  asserted  its  seemingly  correct  lien  against 
a third  party — and  that  third  party,  a bank,  had  no  way  of  knowing  that  the  lien 
was  not  legitimate.  The  amount  involved  was  not  large,  only  a few  thousand  dollars, 
but  the  Collection  employees  were  motivated  to  close  the  case  rather  than  take  the 
correct  and  legal  action  and  lift  the  false  lien.  In  this  case  the  Service  acted  illegally 
by  collecting  money  from  the  taxpayer  and  quietly  closing  the  case. 

I believe  this  incident  is  indicative  of  a systemic  problem  plaguing  the  Agency — 
its  original  mission  of  collecting  tax  revenues  has  now  become  incidental  to  the  pro- 
duction of  statistics.  A case  that  is  written  off  as  uncollectible,  a Form  53,  is  counted 
as  a closed  case  just  the  same  as  if  it  were  fully  collected.  When  I started  with  the 
IRS  in  the  early  1960’s,  warning  flags  went  up  if  uncollectible  accounts  amounted 
to  more  than  15%.  I have  now  seen  months  in  which  over  60%  of  case  closures  were 
“53’d” — closed  as  uncollectible. 

Senators,  I have  voluntarily  come  before  you  today  to  relay  to  you  some  of  the 
deep  concerns  I have  regarding  the  current  mind-set  of.  the  IRS.  I have  been  in  a 
position  to  watch  the  gradual  changes  taking  place  among  the  IRS  management  and 
Agency  attitudes.  These  are  not  positive  changes  and  I am  very  concerned  about  the 
Service’s  future  road.  Although  my  comments  today  may  appear  negative  and  anti- 
Agency,  it  is  my  sincerest  hope  that  they  will  help  bring  about  just  the  opposite  re- 
sult. I hope  you  will  come  to  the  aid  of  the  IRS  with  the  positive  and  forthright  over- 
sight it  so  badly  needs.  The  IRS  needs  help,  it  needs  careful  attention  it  cannot  pos- 
sibly provide  itself.  The  help  must  come  from  the  outside — through  effective  and 
forthright  oversight  of  an  ailing  system. 

It  is  my  deepest  hope  that  this  hearing  will  initiate  these  badly  needed  steps. 


Prepared  Statement  of  Witness  No.  4 


Mr.  Chairman,  Senators,  thank  you  for  allowing  me  to  appear  before  you  today 
and  share  with  you  some  personal  observations  I have  made  during  the  more  than 
25  years  I have  been  employed  by  the  Internal  Revenue  Service.  For  the  majority 


Until  very  recently,  I felt  a great  sense  of  pride  in  my  job.  I actually  looked  for- 
ward to  going  to  work.  Over  this  past  year,  however,  I have  seen  dramatic  changes 
take  place  in  this  organization  and,  in  my  opinion,  most  were  not  for  the  good  of 
the  Service,  or  the  public  that  we  are  supposed  to  serve. 

In  the  past,  with  few  exceptions,  I felt  that  management  truly  cared  for  its  em- 
ployees. I find  this  no  longer  to  be  the  case.  I have  never  seen  overall  morale  in 
the  IRS  as  iow  as  it  is  right  now.  Many  of  my  fellow  colleagues  have  expressed  to 
me  recently  that  they  no  longer  feel  motivated,  and  many  are  feeling  the  physical 
and  emotional  effects  of  constant  stress. 

Management  fails  to  acknowledge  employee  concerns  as  evidenced  by  the  fact  that 
they  refuse  to  hear  grievances  or  address  workplace  concerns.  Managers  fail  to  real- 
ize that  if  employees  are  under  stress  or  disillusioned  with  the  Service,  their  atti- 
tude will  surely  flow  to  the  taxpayers,  the  people  we  are  paid  to  serve. 

I have  recently  seen  many  abuses  by  IRS  managers  as  well  as  first  line  employ- 
ees. These  abuses  range  from  the  deception  of  taxpayers  to  gross  misuse  of  travel 
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funds.  I could  write  a book  on  the  subject  of  IRS  abuse  of  both  its  employees  and 
of  the  American  taxpayer.  Allow  me  to  provide  some  brief  examples. 

But  before  doing  so,  allow  me  to  point  out  that  I have  never  had  a performance 
problem  during  my  employment  with  the  IRS.  To  the  contrary,  I have  received  nu- 
merous annual  performance  awards,  so  I am  not  here  today  because  I have  any  axe 
to  grind.  I truly  hope  that  by  appearing  before  you  that  I can  contribute — posi- 
tively— to  restore  pride  in  our  organization  and  re-establish  the  confidence  of  tax- 
payers. 

The  area  that  causes  me  significant  concern  is  the  widely  varied  treatment  that 
taxpayers  can,  and  do  receive.  The  IRS’  approach  toward  a taxpayer  can  vary  dra- 
matically depending  upon  the  IRS  Group  Manager  whose  group  is  assigned  the  case; 
depending  on  the  employee  working  the  case;  and/or  depending  on  the  Collection  Di- 
vision policy  in  effect  at  the  time  the  case  is  received.  For  example,  you  may  have 
one  business  owner  who  is  allowed  to  make  monthly  payments  on  delinquent  em- 
ployment taxes,  while  another  business  owner,  given  the  same  set  of  circumstances, 
is  put  out  of  business  or  forced  into  bankruptcy.  In  other  words,  one  taxpayer  may 
have  their  taxes  simply  “written  off’  as  uncollectible,  while  another  taxpayer  under 
the  identical  conditions,  may  be  forced  to  pay  their  taxes  in  full,  or  risk  losing  a 
home  or  business.  Taxpayers  deserve  a consistent  and  fair  policy  when  it  involves 
the  survival  of  their  businesses. 

Another  concern  I have  is  based  on  the  fact  that  collection  initiatives  change  regu- 
larly. It  appears  that  management  is  more  concerned  about  maintaining  high  statis- 
tics than  with  the  quality  of  work  being  performed,  or  even  whether  the  taxes  were 
collected,  or  were  just  written  off.  Whenever  there  is  pressure  to  maintain  high  sta- 
tistics, and  the  performance  levels  of  the  different  departments  within  the  organiza- 
tion are  a source  of  constant  comparison,  you  can  be  certain  that  someone  is  going 
to  suffer  the  consequences  of  such  an  explosive  situation — -and  it  is  usually  the  tax- 
payer. 

Recently  a local  Revenue  Officer  planned  an  elaborate  sale  to  dispose  of  certain 
assets  seized  from  a taxpayer.  Many  of  the  IRS  employees  were  invited  to  help  in 
the  effort.  The  Group  Manager  was  also  present.  Even  though  the  Revenue  Officer 
failed  to  achieve  the  minimum  bid,  as  required  by  law,  before  selling  the  assets,  he 
went  ahead  and  sold  the  property  at  a significant  loss  to  the  taxpayer.  Property 
which  had  a minimum  bid  of  at  least  $40,000  was  sold  for  roughly  $7,000.  Although 
this  wrongdoing  was  found  out  and  the  Revenue  Officer  and  his  manager  now  face 
possible  disciplinary  actions,  the  real  victim  is  the  uncompensated  taxpayer. 

In  terms  of  travel  abuse,  I know  of  situations  where  managers  arrange  travel  to 
outlying  IRS  offices  simply  to  accommodate  their  own  personal  travel.  They  charge 
the  government  mileage  and  occasionally,  even  a night’s  lodging,  in  their  effort  to 
get  to  their  final  vacation  destination.  A previous  District  Director,  who  had  a condo 
at  the  beach,  would  frequently  make  brief  appearances  at  the  outlying  IRS  offices 
while  his  family  waited  for  him  in  the  car.  When  his  visit  was  over,  he  and  his  fam- 
ily would  simply  continue  their  drive  to  the  beach.  All  this  was  done  at  taxpayer’s 
expense  while  management  was  telling  employees  that  they  had  to  conserve  on  offi- 
cial travel,  and  that  overnight  lodging  was  not  permitted.  While  this  may  seem 
minor  compared  to  many  other  things  you  will  hear  in  this  hearing,  trust  me  when 
I say  these  activities  by  management  have  a devastating  effect  on  morale. 

In  another  abuse  of  travel  funds,  a Collection  Division  Chief  assigned  a Revenue 
Officer  in  her  office  to  travel  out  of  state  in  an  effort  to  check-up  on  the  work  habits 
of  other  IRS  employees.  Extensive  travel  was  involved  and  the  secret  investigation 
of  our  own  agents  caused  significant  confusion  among  taxpayers  and  IRS  employees 
alike.  When  contacted  by  this  IRS  employee,  who  was  following  up  behind  the  work 
of  the  real  case  agent,  some  taxpayers  called  their  local  IRS  offices.  Some  of  the 
local  officials  initially  thought  that  an  IRS  impersonator  was  at  work.  In  fact,  a tax- 
payer with  whom  I had  been  working  was  contacted  by  this  "spy”  employee,  and 
contacted  me  afterward,  wanting  to  know  what  I thought  was  going  on.  Fortunately, 
in  this  case,  nothing  detrimental  occurred  to  affect  my  taxpayer’s  case,  but  the  man- 
ner in  which  this  secret  study  was  conducted  was  underhanded  and  humiliating  to 
the  rest  of  the  IRS  employees  involved.  In  addition,  if  this  information  waB  deter- 
mined to  be  of  such  importance  to  the  out-of-state  Collection  Division  Chief,  why 
not  inquire  about  such  information  in  a professional,  above  board  manner,  not  de- 
ceptively behind  employees’  backs.  The  effort  undoubtedly  would  have  been  more  ef- 
fective, less  disruptive  and  certainly  far  less  costly  to  everyone  involved — taxpayers 
and  IRS  employees  alike. 

Mr.  Chairman,  I greatly  appreciate  being  afforded  this  opportunity  to  inform  this 
Committee  of  what  I have  observed  while  working  with  the  IRS,  and  the  great  dis- 
service the  actions  of  some  of  my  colleagues  have  brought  upon  unsuspecting  and 
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Mr.  Chairman,  Honorable  Members  of  this  Committee  I work  in  the 
Division  of  the  IRS  which  investigates  employee 
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investigates  threats  and  assaults  perpetrated  against  IRS  employees.  I am  appear- 
ing here  in  front  of  you  at  great  personal  risk  to  my  career  with  the  IRS.  I nave 
seen  too  many  times  how  swift  and  severe  the  IRS  can  be  in  retaliating  against 
those  who  do  not  conform  and  agree  with  its  own  corporate  mentality  and  attitude. 

I have  seen  how  the  IRS  management  attempts  to  kill  the  messenger,  but  ignores 
the  message.  I do  not  appear  here  today  to  try  and  hurt  this  Agency  or  the  majority 
of  dedicated  career  government  workers  who  staff  the  offices,  but  I have  seen  the 
efforts  by  the  IRS  to  try  and  heal  itself.  The  result  is  but  dismal  window  dressing 
to  appease  you  in  Congress  while  they  continue  with  business  as  usual.  The  IRS 
and  the  public  need  ana  deserve  a strong,  independent,  fully  staffed  and  fully  fund- 
ed Inspection  Division,  able  to  carry  out  its  investigations  without  interference,  sub- 
tle or  otherwise,  from  within.  I do  not  see  how  this  is  possible  given  the  IRS’  current 
climate. 

In  the  IRS’  nationwide  all-manager  training  in  the  late  80’s,  one  of  the  messages 
delivered  was  that  it  is  permissible  to  lie  or  mislead  the  public  and/or  IRS  employ- 
ees as  long  as  it  accomplishes  the  goals  and  mission  of  the  Agency.  This  information 
was  relayed  to  me  by  a former  IRS  manager  who  attended  this  training  session  and 
could  not  believe  that  the  IRS  was  instructing  its  managers  to  do  so.  He  questioned 
this  policy.  Coincidently,  his  position  was  later  eliminated. 

A 1992  Inspection  Division  re-organization  memo  addressed  Regional  manage- 
ment structure  and  other  issues  regarding  the  Inspection  Division  having  at  least 
1 to  2 excessive  levels  of  management.  The  Inspection  Executive  Committee  voted 
to  retain  that  same  management  structure.  Coincidently,  the  Inspection  Executive 
Committee  is  composed  of  the  same  people  occupying  the  very  positions  that  were 
identified  as  excessive. 

Criminal  investigations  cannot  be  worked  with  the  same  auditor  mentality  and 
goals  as  audits  are  conducted.  In  criminal  investigations,  leads  generally  dictate 
where  and  how  long  the  investigation  and  case  go  on.  Applying  an  artificial  time 
limit  to  cases  severely  stifles  the  creativity  and  progress  of  an  investigation,  and 
sends  the  wrong  message  to  the  investigator  to  get  the  cases  closed  ASAP.  The  atti- 
tude is  “big  cases,  big  problems;  little  cases,  little  problems!”  Quantity  not  quality 
is  the  message.  According  to  Special  Agents  in  the  Criminal  Investigation  Division, 
(CID)  emphasizes  opening  the  traditional  tax  cases,  the  “Mom  and  Pop”  cases, 
which  are  easy  “hits  and  can  be  opened  and  closed  quickly  to  bolster  CID’s  average 
and  numbers,  rather  than  investing  time  in  the  large  cases  which  take  longer  and 
require  more  resources.  Big  cases  are  often  put  off  or  overlooked  in  deference  to  the 
small,  quick  ones. 

Mr.  Chairman,  it  has  been  my  observation  and  experience  that  taxpayers  are 
treated  as  being:  “guilty  until  proven  innocent.”  Based  on  my  experience,  this  atti- 
tude coupled  with  an  arrogant  and  indifferent  manner  in  which  citizens  are  some- 
times treated,  directly  contributes  to,  and  in  some  instances  instigates  many  of  the 
threats,  assaults,  resistance  to  and  lack  of  cooperation  experienced  by  IRS  employ- 
ees when  dealing  with  the  public.  If  police  officers  displayed  this  same  attitude 
when  interacting  with  the  public,  they  would  be  fired!  Why  is  this  attitude  tolerated 
and  encouraged  by  the  IRS? 

The  Inspection  Division’s  budget  is  directly  controlled  by  the  IRS.  Therefore,  by 
depleting  or  denying  budget  dollars,  subtle  limits  and  boundaries  are  placed  on  who 
and  what  is  investigated,  as  well  as  what  resources  we  get.  We  are  dependent  upon 
the  very  people  and  Agency  we  investigate  for  our  budget  resources,  and  every  year 
have  to  go  hat  in  hand  to  get  money.  Field  Agents  feel  that  there  is  too  close  a rela- 
tionship and  that  we  are  too  cozy  with  IRS  Management  to  impartially  and  effec- 
tively investigate  internal  IRS  matters  without  interference  or  pressure.  Investiga- 
tions into  allegations  of  misconduct  by  IRS  Management  are  generally  not  opened. 
Only  by  detaching  the  Inspection  Division’s  Criminal  Investigative  Function  from 
the  Internal  Audit  Division  and  then  moving  our  function  under  the  Department  of 
the  Treasury’s  Office  of  Inspector  General,  or  under  the  office  of  the  Under  Sec- 
retary of  the  Treasury  for  Enforcement,  or  permanently  fencing  our  budget,  will  this 
pattern  be  broken.  Every  other  federal  law  enforcement  agency  is  hiring  and  ex- 
panding, why  is  Inspection  the  only  federal  law  enforcement  agency  that  is  closing 
field  offices  and  downsizing  and  proposing  RIF’s?  A recent  Chief  Inspector  memo- 
randum reports  that  FY98  budget  funds  1214  Full  Time  Equivalents,  (FTE)  yet  we 
are  still  planning  to  close  offices  and  do  a RIF  to  get  down  to  1150  full  time  employ- 
ees. The  IRS  is  also  in  contempt  of  Congress  for  only  reducing  field  positions  and 
closing  field  IRS  offices  and  not  reducing  its  Management  structure.  The  current  re- 
structuring eliminates  field  investigator  positions  only.  Only  one  Inspection  Manage- 
ment position  has  been  slated  for  elimination.  There  was  a jockeying  and  gerry- 
mandering of  the  span  of  control  in  order  to  retain  every  Inspection  Management 
position,  at  the  sacrifice  and  expense  of  field  investigator  positions. 
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